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PREFACE 


S UCCESSFUL investment management of property is a 
difficult problem but one that is essential both from the 
individual and social points of view. Trust institutions 
have come to play a dominant role in the investment field for 
they manage billions of dollars of trust property for hundreds 
of thousands of individuals. The huge amount of savings placed 
in the hands of these institutions accomplishes nothing until it 
has been invested. Directing or investing the property intrusted 
to them constitutes a major function of trust institutions. 

Comparatively little has been known regarding the actual 
investment work of these houses. Consequently this book pur- 
ports to set forth in a composite study the investment policies 
and experiences of trust institutions. This study of the invest- 
ment responsibilities and practices of trust institutions has been 
made with the idea of subjecting trust investments to the labora- 
tory test in the hope that it will be definitely helpful to trustees 
and to all people and institutions who are interested in invest- 
ment. 

This book first presents the financial importance of the per- 
sonal trust business ; second, it describes the machinery of trust 
investing; third, it sets forth some of the legal and economic 
problems of trust investing; and, finally, it presents a detailed 
picture of the investment policies, practices and accomplishments 
of trust institutions for the period, 1919-1932. No attempt has 
been made to explain how trust property should be invested or 
to state what investment policy trust institutions should adopt. 
The book attempts primarily to analyze the way trust institu- 
tions have invested the property intrusted to them and what have 
been the results. It also shows some of the problems involved 
in carrying on their investment work. Conclusions, if any, may 
be drawn on the basis of the evidence presented. Certainly this 
volume represents the experience of the largest and probably the 
best known trust institutions in the respective areas. Further, 
the volume of trust property in these districts comprises a large 
proportion of the aggregate in the United States. 

The book is not a study of all personal trusts of all trust 
institutions. To make such a study would be impossible. It is 
limited to a representative list of testamentary trusts of various 
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sizes that have been in operation twelve years or longer extend- 
ing over a common period of time. These trusts were chosen 
from various trust institutions in five different states. 

Chapters II and III are largely devoted to a description of 
the machinery of trust investing. An endeavor has been made 
to present a fairly complete outline of the personal trust invest- 
ment division although the material of Chapter II is not so com- 
prehensive or detailed as is contained in the manuals of trust 
investment procedure of a number of institutions. On the other 
hand the vast majority of trust institutions have a far less elabo- 
rate investment organization. It is hoped that the material here 
presented may be of value in showing the organization and 
method of operation of a trust investment department. It can- 
not be denied that a practical and scientific system of investing 
is one of the greatest needs of a large number of trust insti- 
tutions. However, it is not implied that any particular system 
or that a highly elaborate organization alone will invoke sound 
investing. 

The investment work of trust institutions cannot be thor- 
oughly comprehended without an understanding of the legal 
control of trust investing. In Chapters IV to VIII inclusive, 
are considered the legal aspects of trust investing in five juris- 
dictions : New York, Massachusetts, Illinois, Ohio, and Missouri. 
The invesment provisions of the instruments creating the trusts 
are set forth in Chapter IV. The statutes bearing upon trust 
investing in the five States are outlined for each State in Chap- 
ter V. Three Chapters, VI to VIII inclusive, comprise an analy- 
sis of the court decisions. As compared with other states New 
York and Massachusetts probably have formulated the most 
important and substantial body of legal rules setting forth the 
duties of trustees in trust investing. Therefore, a separate chap- 
ter is devoted to the court decisions of each of these States. 
Although the material is not all-inclusive either as to detailed 
treatment or as to matters of principle, it is hoped that it will 
be sufficiently comprehensive that trust people and students may 
obtain ready information on a large number of problems in the 
field or that it will furnish a ground work for further study of 
many of the complicated legal questions bearing upon trust in- 
vesting. A brief outline only is given of pertinent points in the 
court decisions of Illinois, Ohio, and Missouri. 

The analysis of the investments of 196 testamentary trusts 
of various sizes from nineteen trust institutions in five states: 
New York, Massachusetts, Illinois, Ohio, and Missouri is pre- 
sented in Chapters IX to XIV inclusive. These Chapters form the 
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backbone of the book. Chapter IX contains an analysis of the 
trust property of 196 trusts as received by the trust institutions 
from the grantors. The investment experiences of the institu- 
tions in managing these trusts through the period, 1919-1932, are 
set forth in Chapters X to XIII inclusive. The investment ac- 
complishment with respect to earnings and principal is analyzed 
in Chapter XIV. 

Chapters XV to XXI inclusive comprise a survey of some 
economic problems confronting trustees in the investment man- 
agement of trust property. 

In the preparation of this book I acknowledge my indebted- 
ness, directly or indirectly, to many individuals, trust institutions, 
and sources of information. The number of these precludes 
special mention, except in a few instances. The cooperation and 
able assistance which a number of trust institutions gave me was 
of special value and is deeply appreciated. I am also obligated 
to a number of officers of trust institutions who gave me assist- 
ance. 

I am gratefully indebted to Professor H. Parker Willis, 
Columbia University, and Mr. Gilbert T. Stephenson, Vice- 
President, Equitable Trust Company, V ilminglon. Delaware, 
who read the entire manuscript in its initial form and have 
given invaluable suggestions for the improvement of the book. 
Special acknowledgements are also due Professor Henry E. 
Hoagland, Professor Charles A. Dice, and Professor Harry W. 
Vanneman of the Ohio State University and to Dr. John M. 
Chapman, Dr. David L. Dodd and Associate Professor Hastings 
Lyon of Columbia University, all of whom read portions or all 
of the manuscript and made helpful suggestions. 

Special thanks are also due Mrs. John E. Hallen who has 
given assistance in reading the manuscript, and has aided in see- 
ing the book through the press. To my wife, above all others, 
I owe a personal debt for the constant, generous and intelligent 
help which she has given at all stages of the work. 

N. Gilbert Riddle. 

Columbus, Ohio 
August, 1934 
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THE RISE AND MAGNITUDE OF THE PERSONAL 
TRUST BUSINESS OF TRUST INSTITUTIONS 

S cope of the Book. — The phenomenal increase in our 
national wealth has resulted in the acquisition by large 
numbers of our population of capital for investment pur- 
poses. Attendant upon this development has been the impres- 
sive growth of personal trust business and the rise of the trust 
institution in this field. The literature of business contains many 
studies dealing with these phases of our economic development, 
especially from the legal point of view. For their purpose, these 
works are good. In spite of these studies, however, insufficient 
data have been developed as yet in connection with the question 
of trust investments. Although trust institutions have under their 
supervision billions of dollars of individual trust funds, there is 
little concrete evidence available showing how these funds have 
been invested. We know very little regarding the classes of 
investment they have selected, the fields in which they have 
invested, the diversification of their portfolios, the changes in 
investment to meet changing economic conditions, the quality of 
their investments, the investment earnings accomplishment, and 
whether the principal of the trusts was, maintained, increased or 
decreased. It is therefore, the purpose of this study to present 
concrete data giving a comprehensive survey of trust institution 
investments with the following objects in view: 

1. To show the source and magnitude of investments of trust 
institutions. 

2. To describe the methods and procedure used by trust insti- 
tutions in investing trust funds. 

3. To set forth the legal aspects of trust investing as exempli- 
fied in the five jurisdictions included in this study. 

4. To analyze the investment policies and accomplishments 
of leading trust institutions in New York, Boston, Chicago, 
Cleveland, and St. Louis as reflected in the investments 
of 196 testamentary trusts of various sizes. 

5. To consider some economic trends and problems of trust 
investing. 


1 



2 The Investment Policy of Trust Institutions 

Intrusting the Management of Property to Others — 
For centuries individuals who have accumulated wealth have 
found it necessary at times to delegate or intrust to others the 
custody or management of their property. Often the need was 
for an agent only, who, under general directions from the owner, 
administered a particular property or business committed to his 
care. Sometimes it was necessary to appoint a trustee with full 
power to use his own discretion either in full or within certain 
prescribed limits. The time comes for each man, when, after 
death, his property must be administered by others, either persons 
or a corporation of his own choosing, or the appointee of a court. 
There are several plans by which these objectives may be accom- 
plished through the personal trust department of a trust institu- 
tion whereby a corporation becomes the administrator of the 
fund. In the personal trust department the trust institution 
supervises and manages the investments of individuals under the 
conditions set forth in any one of the following types of accounts : 
1. trusts under wills; 2. trusts under agreements; 3. estate and 
administration accounts ; and 4. agency accounts. 1 The personal 
trust department mobilizes its funds through the trust institution, 
being appointed in the capacity signified in any one of the types 
of accounts mentioned above. The present study is based upon 
an analysis of the investments contained in testamentary trusts 
only. 

Nature of a Trust. — For our purpose, a trust means a fidu- 
ciary relationship in which one person is the holder of the title 
to property subject to an equitable obligation under which the 
trustee is bound to keep or use the property for the benefit of 
certain persons of whom he may himself be one, and any one of 
whom may enforce the obligation. 2 Thus, the relationship set 
up in a trust is tripartite, involving the maker or donor, who is 
called the grantor; the one to whom the legal title passes and 
is trusted, who is called the trustee, and the one for whose benefit 
the trust property is held or used, who is called the beneficiary. 
When a testamentary trust is created there is always a document 
which has established the relationship. It is a part of the will 
and is known as the trust instrument. The trust property, which 
is always an element of a trust, may be any kind of real or 
personal property that can be assigned at law. In general, the 
settlor o f a trust may be any person competent to make a will, to 

1 Trust institutions administer other types of accounts as well as trusts. 
. 2 See Bogert on Trusts , (1921), pp. 1-5, for a discussion of the defini- 
tion of a trust and its fundamental terms ; Smith, J. G., Trust Companies 
in the United States, (1928), Ch. Ill; Long, Joseph H., “Definition of a 
Trust,” Virginia Law Review, Vol. 8 (1922), pp. 426-33. 
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enter into a contract, or to deal with the legal title to property. 
The trustee may be any person who is capable of taking and 
holding the legal title or beneficial interest in real or personal 
property. 3 

“Trust” has a very broad meaning, but the use of the term 
throughout this treatise will have a rather definite and limited 
application. For our uses it will specify the peculiar relationship 
that exists between the trustee and the beneficiary. Because of 
the unlimited confidence which this relation creates, the law 
requires the utmost good faith on the part of the trustee and the 
state keeps a jealous eye upon any transaction between the parties. 
Those trust relationships with which we are particularly con- 
cerned deal with the powers of the trust institution as trustee 
under will. 

Rise and Development of Trust Institutions — Early 
Period. — The trust institution is distinctly an American institu- 
tion, and its history dates from the first quarter of the nineteenth 
century. 4 The first trust institution of which record has been 
preserved is the Massachusetts Hospital Life Insurance Com- 
pany, chartered in 1818. In 1823 it received the express sanction 
of the state legislature to do trust business. However, the first 
company which received legislative powers to act in a trust 
capacity was the Farmers’ Fire Insurance and Loan Company, 
organized in New York in 1822, later known as the Farmers’ 
Loan and Trust Company, and presently the City Bank Farmers 
Trust Company. The first corporation in the United States to 
have “Trust Company” as part of its name was the New York 
Life Insurance and Trust Company chartered by the Legislature 
of New York in 1830. 5 It is now the Bank of New York and 
Trust Company. 

The early trust institutions, as their titles indicate, were 
organized primarily as corporations for other purposes and trust 
powers were granted as a secondary object of incorporation. 
For example, the first Pennsylvania trust institution was^ pri- 
marily a life insurance company; the first New York trust insti- 
tution, a fire insurance company; and the first New Jersey 
corporation, a canal company. In fact, the granting of trust 
powers to corporations did not mean the beginnings of trust 
institution service. There was frequently a considerable interval 

3 See Perry on Trusts, 7th ed. (1929), for these concepts; also Bogert 

on Trusts, (1921). . . 

4 See Smith, op. cit, Ch. XII ; Stephenson, Gxbert T., “Ye. Beginnings 
of Trust Companies in the United States,” Trust Companies, Vol. 48 
(March 1929), p. 343. 

6 Ibid. 
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between the date of the charter and the date of actual be* 
of trust business. 6 However, by 1830 the Massachusetts E 
Life Insurance Company of Boston had trust deposits of a] 
mately $5,000,000. 7 The New York Life Insurance and 
Company, organized in 1830, had nearly $1,250,000 trust d 
on March 1, 1831, and over $3,500,000 by 1840. 8 

In this early period the number of trust institutioi 
small; they administered relatively few accounts, and, 1 
of the rather meager supply of capital, they had few oppor 
to render service as trust institutions. With the sub* 
economic development of the country, individual fortunes 
to multiply and the personal trust business expanded rap 
that by 1866 nearly a score of trust institutions were in ex 
On this date trust deposits in New York City were estim 
aggregate $20,000,000. 9 

After the Civil War economic and business conditions 
oped rapidly and wealth accumulated at an accelerate* 
The enormous increase in the number and size of large f< 
exerted a great influence over the development of trust 
tions and led to a vast increase in personal trust busine; 
1891 there were sixty odd trust institutions in the United 
At that time the personal trust business of all the trust inst : 
in New York State amounted to nearly $100,000,000. 10 I 
such accounts had grown to $213,500,000 in the State c 
York. 11 

Trust Institutions Enter Banking Business. — Tl 
eighties mark the entrance of trust institutions into the 1 
business. 12 As trust institutions entered the field of com 
banking, they came into direct competition with national 1 
The national banks began to appreciate the advantages 
ducting a trust business which would bring them ad 
profits. National banks, however, were not directly 
trust powers by federal law, but they were able to overco 
omission by securing a majority interest in the stock of 
company incorporated under state law. This tendency to c 
commercial banking and trust business was given official s 
by the Federal Reserve Act of 1913, which conferre 

6 Stephenson, op. cit., pp. 347-8. 

7 Smith, op. cit , p. 243; for description of “trust deposits” ir 
periods see Smith, ,op. cit , Chs. XII, XIII, XIV. 

8 Ibid., pp. 257-8. 

9 Banker's Magazine , Vol. 20 (April, 1866), p. 821. 

10 Smith, op. cit ., p. 318. 

11 Ibid . 

12 Commercial and Financial Chronicle , Vol. 36 (Jan. 20, 1883), 

13 Banker's Magazine , Vol. 46 (March 1892), pp. 695-6. 
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national banks the privilege of exercising trust powers. This 
privilege was further facilitated by the McFadden Act of 1927. 

This counter invasion by the national banks into the province 
of the trust institutions created intense opposition. The opposi- 
tion hinged on the question as to whether the Federal Reserve 
Board could grant national banks trust powers if these were 
conferred by state law upon trust institutions only. After state 
courts had considered the matter, the Supreme Court of the 
United States declared that Congress was fully within its rights 
in granting trust powers to national banks. 14 Thus, trust activi- 


TABLE I 

GROWTH OF TRUST INSTITUTIONS 
Loan and Trust Companies a 


Year 

Number 

1875 

35 

1885 

40 

1895 

242 

1905 

683 

1915 

1,664 

1920 

1,408 

1925 

1,680 

1929 

1,608 

1930 

1,564 

1931 

1,469 

1932 

1,235 

Compiled from Annual Reports 


Capital Funds 

Resources 

(millions) 

(millions) 

$ 29 

$ 123 

46 

248 

194 

807 

607 

2,867 

1,054 

5,873 

1,088 

8,320 

1,526 

11,566 

2,604 

16,155 

2,880 

17,703 

2,775 

16,861 

2,362 

13,119 


of the Comptroller of the Currency, 


National Banks Exercising Trust Powers 41 


Year 

1915 

1920 

1925 

1929 

1930 

1931 

1932 


Number 
Having 
Trust 
Powers b 


356 

1,294 

1,951 

2,461 

2,465 

2,329 

2,192 


Number 

Operating 

Trust 

Departments 


Capital of Banks Resources of Banks 
Having Having 

Trust Powers Trust Powers 
(millions) (millions) 


1,734 $1,218 

1,829 $23,529 

1,856 1,349 22,619 

1,774 1,277 18,568 


a Compiled from Annual Reports of the Comptroller of the Currency . 
b Source: Federal Reserve Board. 


14 First National Bk. of Bay City v. Fellows, 244 U. S. 416 (1917) ; 
State of Missouri at the relation of the Burnes Nat. Bk. of St. Joseph v. 
Duncan, 265 U. S. 17 (1924); First Nat. Bk. of San Jose v. State of 
California, 262 U. S. 366 (1923) ; First Nat. Bk. in St. Louis v. State of 
Missouri ex rel. Barrett, Attorney-General, 263 U. S. 640 (1925). 
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ties of national banks have become firmly established. 15 Thei 3 
now little difference between the trust business of a large t t 
institution and that of a national bank. 

Recent Development of Trust Institutions. — Altho i 

the trust institution came into existence more than one hund l 

years ago, the movement in America as a nationwide projec ; 

really only thirty odd years old. Three-fourths of the ti 
institutions now doing business have come into existence si 
1900; the volume of personal trust business has increased e 
more rapidly. 16 “Since 1905 — personal trusts have increa 
more than four times over.” 17 Total trust assets of Penm 
vania trust institutions have increased from about $500 mill 
in 1901 to approximately $5 billion in 1932. 18 

Some idea of the development of trust institutions may 
seen from the striking increase in the number of trust institute 
during the last fifty-five years, as shown in Table I on page 5. 

Power to Engage in Trust Business. — Since a corporat 
is created by law, it has no natural powers. Its powers ; 
derived from a charter which include the certificate of ino 
poration and the general law under which the corporation 
formed. Corporate powers include those expressly granted 
its charter or those implied powers which are necessary for 1 
proper carrying out of the purpose of the corporation. 19 ( 
this point the Supreme Court of the United States said: <e \ 
take the general doctrine to be in this country that the pow< 
of corporations organized under legislative statutes are su 
and such only as those statutes confer. Conceding the rt 
applicable to all statutes, that what is fairly implied is as mu 
granted as what is expressed, it remains that the charter of 
corporation is the measure of its powers, and that the enumer 
tion of these powers implies the exclusion of all others.” 20 

The courts have made it clear that every corporation m; 
exercise certain powers whether they are expressed in the chart 


. 15 State courts now generally recognize, as they must, the constil 
tionality of Section 11 (K) of the Federal Reserve Act which grants tri 
powers to national banks. Hamilton v. State, 94 Conn. 648, 110 A 
(1920) ; Matter of Mollineaux, 109 Misc. Rep. 75, 179 N. Y. S. 90 (1919 
ISAS Tur P er ’ s Estate, 277 Pa. 110, 120 A. 701 (1923) ; In re Camerc 
287 Pa. 295, 135 A. 295 (1926) ; Carpenter v. Aquidneck Nat. Bk., 46 R. 
153, 125 A. 358 (1924). 

16 See Herrick, Clay., Trust Companies, Their Organization, Grow 
and Management, (1909), Ch. I. 

17 Smith, op . cit., p. 372. 

18 Annual Reports of Pennsylvania State Banking Department. 
Conyngton, Bennett, Conyngton, Corporation Procedure rev. e 

(1927), Chs. 1, 3, 5. 

20 In Thomas v. West Jersey R. Co., 101 U. S. 71, 25 L. Ed. 950 (1879 
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or not. These powers are those required for its corporate exist- 
ence and those which the corporation must possess in order to 
accomplish the purpose for which it was formed. 21 In no case, 
however, are ordinary business corporations granted by statute, 
either expressly or impliedly, the power to carry on a trust busi- 
ness. Such powers are expressly granted to trust institutions 
by statute in each state, provided they meet certain requirements. 
Each state has its own laws governing the creation and super- 
vision of trust institutions within its borders. The organization 
of trust institutions may be under the general corporation laws 
of the various states or under a special “Trust Company Law/' 22 
Where there is a general incorporation law for trust institutions, 
a trust institution may be organized only for such purposes as 
are specified in this law. A trust institution created by a special 
charter may not only perform those services specified thereunder 
but in some jurisdictions it may also have the powers granted 
by general law. There is still no uniformity of practice in the 
several states. The laws vary from those restricting trust insti- 
tutions to services regarded as strictly trust to those in which trust 
institutions may perform a wide variety of financial services. 23 

Conditions Imposed by Statute. — While the powers of 
trust institutions vary in different states, they are generally 
authorized to act as executor, administrator, trustee, guardian, 
and conservator, provided they comply with certain statutory con- 
ditions. The conditions commonly imposed require (1) the trust 
institution to have a capital of not less than a stipulated amount; 
(2) that the capital stock and assets of such institutions shall 
be specially liable for their acts in trust capacities; and (3) the 
deposit with the proper state official a fund which shall be held 
as security for the faithful performance by the trustee of the 
trusts in its charge. 

Scope of Trust Powers of Trust Institutions. — The 
statutes of the various states generally provide that a trust insti- 
tution which has complied with the requirements of the law shall 
have any right or power to make any contract, or to accept or 
execute any trust whatever, which it would be lawful for an 
individual acting in similar capacities to make, accept or execute. 

Duties Imposed by Statute. — Frequently the state statutes 
require trust institutions (1) to maintain a distinct organization 


21 Jacksonville, M. P. R. & Nav. Co. v. Hooper, 160 U. S. 514, 40 L. Ed. 
515 (1896) ; Alton Mfg. Co. v. Garrett Biblical Inst., 243 111. 298, 90 N. E. 
704 (1910) ; McCraith v. Natl. etc. Bank, 104 N. Y, 414, 37 A. 932 (1897) ; 


supra , n. 19. 

22 See Trust Company Law, by* John H. Sears. 

23 See Prentice-Hall, Inc. Trust Service, State Statutes. 
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for the conduct of trust business which must be separate fi 
the other departments of the institution, thus preventing 
mingling of their own property with their trust property; (2] 
segregate the funds of each trust; (3) to maintain regi 
accounts of each trust under its administration ; and (4) in sc 
jurisdictions to make regular reports of their trust busin 
according to a specified form, to the proper state department, 

National Banks Granted Trust Powers. — National ba 
had no authority to engage in trust business prior to the em 
ment of the Federal Reserve Act in 1913. Section 11 (K) 
that Act, as amended by the Act of 1918, grants to the Fede 
Reserve Board the power “to grant by special permit to natio 
banks applying therefor, when not in contravention of State 
local law, the right to act as trustee, executor, adminstral 
registrar of stocks and bonds, guardian of estates, assigr 
receiver, committee of estates of lunatics, or in any other fh 
ciary capacity in which State banks, trust companies, or otl 
corporations which come into competition with national bai 
are permitted to act under the laws of the State in which 
national bank is located. 

“Whenever the laws of such state authorize or permit 
exercise of any or all of the foregoing powers of State ban 
trust companies or other corporations which compete w 
national banks, the granting to and the exercise of such pow 
by national banks shall not be deemed to be in contravention 
State or local law within the meaning of this Act/' 

The Advantages of a Trust Institution as Trustee. — 
their very nature and size, trust institutions should be in a mi 
better position to handle investments than the individual. Th 
officers are presumably trained for the work, and by their co 
bined knowledge and experience, and complete facilities, tl 
possess all the essentials for carrying out a sound and intellig< 
investment policy. To determine just how far such a policy 
carried out and to discuss the problems that arise from time 
time is the purpose of this book. 

Magnitude of Personal Trust Business. — The extent 
which people have intrusted their property to trust institutic 
for investment is not known. The hundreds of trust institutic 
supervising thousands of accounts administer property amounti 
to billion s of dollars. 24 In New York State there are at le< 

*\ Se e Bert c -» "Billions in Personal Trust Funds,” Barroi 

March 6, 1933, who estimated “that the trust companies of the Uni 
States are responsible for assets ranging between 25 and 37 billions 
dollars. If $31 billion, the average figure, is used, the estimate woi 
not be excessively erroneous. 
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twelve to fifteen billion dollars in personal trust business. Of 
the six leading trust institutions in New York City alone, each 
has over a billion dollars in trust property, while at least four 
of the six handle approximately two billion dollars of trust 
accounts. Trust institutions in Pennsylvania had under admin- 
istration total trust property of $5,127,095,000 in 1931. Two 
trust institutions in Philadelphia each lists over $900,000,000 in 
personal trust property ; a third company controls over $800,000,- 
000 while the trust institutions of Pittsburgh list $850,000,000 of 
trust property. 25 Boston trust institutions report assets of the 
trust department of approximately $800,000,000, nearly 90 per 
cent of which is held by three trust institutions. Ohio trust insti- 
tutions have under administration over a billion dollars of personal 
trust property. 26 Trust institutions in Illinois have an aggregate 
of $5,304,853,567 of trust property. 27 Each of two Chicago 
institutions manages personal trust property of nearly a billion 
dollars. Trust institutions administer probably an aggregate of 
$1,000,000,000 to $3,000,000,000 or even more, in California, 
Michigan, Missouri, Maryland, New Jersey and several other 
states. 

As of June 30, 1933, trust departments were being operated 
by 1,478 national banks, 28 and 100,356 individual trusts were 
being administered with individual trust assets aggregating 
$6,311,657,753. Two hundred six national banks were acting as 
trustees, June 30, 1933, under 617 insurance trust agreements 
involving the administration of $32,719,615 in proceeds from 
insurance policies. On the same date, 637 national banks had 
been named as trustees under 16,358 insurance trust agreements 
not operative, containing insurance policies with a face value 
aggregating $696,758,940. 

Volume of Personal Trust Assets Compared with Other 
Businesses. — In view of these huge assets under the control of 
trust institutions just what is the relative importance of this 
trusteeship as a part of our economic system? To answer this 
question we shall make comparisons by using economic standards 
set up from data in various fields as a contrast, even at the risk 
of attempting to form equations between factors that are incon- 
gruous. In making such comparisons, for instance, it is believed 

26 Annual Report of Ptennsylvcmia State Banking Department ; See 
Trust Companies , various numbers, for reports from different financial 
centers; Smith, op , cit., pp. 371-5. 

26 No official figure is available. 

27 Trust Companies , Vol. 56 (March 1933), p, 394. 

28 Data on national banks taken from Annual Report of the Comptroller 
of the Currency, 1933. 
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that the volume of trust investments held by the personal t 
departments of trust institutions ranks exceedingly high in 
scale of the leading businesses — on the basis of capital investe 
of the country. 


Agriculture $44,339,000,000* 

Trust institutions 

(personal trust property) 31, 000,000,000 b 

Manufacturing 29,500,000,000° 

Railroads 26,087,000,000 d 

Electric power and light 12,800,000,000° 


a Yearbook of Agriculture, 1933, p. 4. 

b This is merely an approximation; actual data are not known, 

P- 8. 

c Doane, Robert R., The Measurement of American Wealth, (19 

p. 10. 

d Interstate Commerce Commission, 1932. 

6 Bureau of the Census, Census of Electrical Industries: 1932. 

According to these round figures only one industry of 
country — agriculture — exceeds the personal trust business 
trust institutions while only two — manufacturing and railroad 
approach the figures representing the personal trust business 
trust institutions. Single industries such as oil, lumber, iron ; 
steel, and telephone are only a small fraction of the size of 
personal trust business. No attempt has been made to estim 
the personal trust business being administered by individuals. 

A comparison of the dollar volume of funds held by differ 
classes of financial institutions shows that only the commeri 
deposits of all the banks of the country exceed the aggregate 
the personal trusts supervised by trust institutions. That 
stupendous personal trusts of these institutions have few count 
parts among financial institutions, may be seen from the follow 
enumerations of funds which are held by various classes 
financial houses: 


Commercial deposits $41,280,000,000* 

Trust institutions 


(personal trust property) 31.000 000 000 b 

Savings deposits 22 683.000.000 

L ife insurance assets 21,135 000.000° 

and J gg nua l R' e P or l °f the Comptroller of the Currency, (1932), pp. 
b See p. 8. 

Proceedings of the Twenty-Seventh Annual Convention of the Am 
tcan Association of Life Insurance Presidents, N. Y. (1933), p. 61. 


Recent Growth of Personal Trust Business. T 

growth of trust business within the past few years has be 
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steadily gathering momentum. According to the Trust Company 
Division of the American Bankers Association trust appointments 
of corporate trustees for each of the eight years from 1923 to 
1930 were as follows: 29 


Year 

Number 

Year 

Number 

1923 

5,899 

1927 

29,814 

1924 

7,878 

1928 

44,375 

1925 

12,926 

1929 

36,193* 

1926 

19,128 

1930 

48,812 


a In 1929 there was a change in the method of calculating appointments. 


The annual nation-wide survey of new business figures of 
the trust departments of trust institutions with trust powers 
shows that they were nominated executor and for trustee under 
26,800 wills in 1928, and under 36,193 wills in 1929, and under 
48,812 wills in 1930. 30 These figures represent trust business 
in hand as distinguished from trust business in prospect. 

The volume of trust business represented by this growth in 
number has not been revealed. However, during 1929, there were 
1,086 estates of over $1,000,000 for which trust institutions were 
named executor or trustee. Thus, slightly more than 1,000 of 
the total nominations account for over $1,000,000,000 in trust 
business. Surely the remaining large number of appointments 
totalled far in excess of this figure. 31 

Appointments in living trusts show a strong upward trend 
in growth. For 1929, figures from over 560 trust institutions 
show that they were appointed under living trust agreements 
6,295 times. The figure was 9,092 for 1930. The aggregate 
value of properties in living trusts received in 1929 was $603,926,- 
218 and in 1930 it was $1,013,769,436. “This represents an 
increase of 44 per cent in the number of appointments and 67 
per cent in the value of properties in new living trusts in 1930 
over 1929.” 32 

With respect to appointments in life insurance trusts it 
appears that $1,200,000,000 of life insurance was trusteed in 1929 
and $1,560,000,000 in 1930, a 30 per cent increase. It is estimated 

29 These figures are estimates but are based upon reports from various 
trust institutions to the Trust Company Division of the American Bankers 
Association. Proceedings Mid-Winter Trust Conferences , Feb. 1929-1931. 

:;o Stephenson, Gilbert T., “The American Trust Company in 1930.” 
Proceedings Tied jih Mid-Winter Trust Conference , Feb. 1931, p. 2. 

31 One writer estimated that “more than 450,000 estates and more than 
$5,500,000,000 are probated annually by ^ trust companies.” Rosenshine, 
A. A., “The Trust Company and the Public,” Proceedings Eighth Regional 
Trust Conference , Aug. 1930, p. 54. 

32 Stephenson, op. at, p. 3. 
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that there was over $4,000,000,000 worth of trusteed life insurance 
at the end of 1930, representing nearly 4 per cent of the total 
life insurance in force. 33 The amounts of life insurance trusteed 
during 1928, 1929, and 1930 in some of the centers of population 
have been estimated as follows: 34 


City 1928 1929 1930 

New York $90,000,000 $175,000,000 $200,000,000 

Chicago 75,000,000 100,000,000 

Detroit 70,000,000 70,000,000 70,000,000 

Cleveland 55,000,000 65,000,000 55,000,000 

Philadelphia 35,000,000 50,000,000 60,000,000 

Pittsburgh 32,500,000 45,000,000 47,000,000 

St. Louis 29,000,000 33,500,000 37,200,000 

Boston 12,500,000 10,000,000 28,783,000 

Newark 14,000,000 15,000,000 20,000,000 

Los Angeles 10,000,000 10,000,000 15,000,000 

San Francisco 7,500,000 12,000,000 17,000,000 


There is no published record of the volume of agency business 
carried on by trust institutions, but it is well known that these 
institutions have experienced a fair degree of success in this field 
during the past seven or eight years. The writer is familiar with 
a number of trust institutions which have developed a larger 
volume of business under agency accounts than under personal 
trusts. 

The magnitude of the personal trust business of national 
banks for the years 1929 to 1933 is shown in Table II on page 13. 

The Supply of Capital. — The vast amounts of wealth placed 
in trust obviously represent an accumulation of capital from 
various sources. Just what these sources are and the extent of 
capital accumulation in the United States may be seen from the 
following brief survey. On two different occasions attempts have 
been made to study the distribution of capital in the United States 
by the use of probate statistics. The first study was a collection 
of data on the value of estates probated in Massachusetts during 
various three-year periods. 35 The second study, made by the 
Federal Trade Commission shows the distribution of capital in 
the United States, based on a study of probate court records in 
selected counties in various states of the United States. 36 Data 

33 Ibid. 

34 Ibid. 

35 King, Willford I, Wealth and Income of the People of the United 
States , pp. 65-100. 

36 Federal Trade Commission, National Wealth and Income . 69th Con*., 
1st Sess., Senate Doc. No. 126, Ch. III. 
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TABLE II 

PERSONAL TRUST BUSINESS OF NATIONAL BANKS a 


Number of 

Trusts Administered by National Banks for Years 


Ending June 30 




Individual Trusts 


Insurance Trusts 

Year 



Being 

Not Yet 


Living Court 

Total Administered Operative 

1929 


66,776 

271 

9,505 

1930 


79,912 

396 

13,543 

1931 

45,484 46,958 

92,442 

554 

17,656 

1932 

45,374 48,761 

94,135 

572 

17,824 

1933 

54,095 46,261 

100,356 

617 

16,358 

Value of 

Assets Administered 

by National 

Banks for Years 


Ending June 30 





Insurance 

Insurance Policies Held 


Individual 

Trusts 

Under Trust Agreements 

Year 

Trusts 

^dmi'-v^ered 

Not Yet Operative 


(000 omitted) 

("'■'‘■O on? tted) 


(000 omitted) 

1929 

$4,237,649 

$11,385 


$375,524 

1930 

4,473,041 

13,495 


586,706 

1931 

5,241,991 

21,668 


734,831 

1932 

4,642,065 

25,573 


732,498 

1933 

6,311,658 

32,720 


696,759 


a Compiled from Annual Reports >of the Comptroller of the Currency. 


were secured for a total of 43,512 estates from county probate 
court records in Massachusetts, New Hampshire, Maryland, 
District of Columbia, North Carolina, Georgia, Texas, Oklahoma, 
Kansas, Idaho, Iowa, Wisconsin, and North Dakota. The selec- 
tion of the counties was made with a view not only as to their 
geographical distribution but also as to their representation of 
three general population types, namely, rural, town and city. For 
each county selected, a report was made on every estate probated 
in the twelve-year period, 1912-1923, inclusive. There was also 
secured special and detailed information from probate records 
on all reported estates of $1,000,000 and over for a six-year 
period, 1918-1923, inclusive, embracing New York, Philadelphia, 
and Chicago. The information thus compiled was supplemented 
with data obtained by the estate tax division of the Bureau of 
Internal Revenue. 37 The results of the Federal Trade Commis- 
sion Study are presented in Table III on page 14. 

These studies give some idea of the nature and extent of the 
potential demand for personal trust service of trust institutions. 
The Federal Trade Commission figures show that the total value 
of estates less than $5,000 is only 6.8 per cent of the aggregate 


87 Ibid., pp. 56-7. 
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value represented by the 43,512 estates probated. Thus, 62.7 per 
cent of the number of estates probated constituted only 6.8 per 
cent of the total capital represented by the 43,512 estates probated. 
The estates smaller than $10,000 made up 77.5 per cent of the 
total number of the estates probated, but the aggregate value of 
all these estates constituted only 13.5 per cent of the assets repre- 
sented by the total of the 43,512 estates probated. The estates 
probated ranging from $10,000 to $50,000 included 17.8 per cent 
of the number of estates, but in the aggregate constituted 24.3 
per cent of the total amount of property probated. Estates pro- 
bated ranging from $50,000 to $250,000 included 4 per cent of 
the number of estates, but in the aggregate constituted 25.9 per 
cent of the total amount of property probated. There were only 
299 estates out of the 43,512 which were over $250,000; 120 
exceeded $500,000. The 299 estates over $250,000 as a composite 
constituted 36.3 per cent of the total property probated while 
the 120 estates over $500,000 aggregated 27.3 per cent of the total 
property probated. The forty-four estates over $1,000,000, 
represent 19.5 per cent of the total property probated. 

According to the Federal Estate Tax reports, from September 
9, 1916, to December 31, 1931, approximately 152,000 returns 
were made for an aggregate of about $42,000,000,000. When 
death occurred prior to February 26, 1926, the gross value of 
each of the estates amounted to $50,000 or more; when death 
occurred after that date the value amounted to $100,000 or more 
each. For 1930 there was a record of 8,798 estates passing 
by death with a gross value of about $4,108,517,000. The num- 
ber of returns filed during 1931 in behalf of resident decedents 
was 8,333 with an aggregate value of $4,042,381,000. It is esti- 
mated that probably more than 3,000 persons with gross estates 
between $50,000 and $100,000 died during 1927. Thus, the 
estates above $50,000 gross value which passed by death in 1927 
totalled a trifle less than $3,500,000,000. It is further estimated 
that more than 385,000 individuals die annually, with estates 
smaller than $50,000 which are also administered. These estates 
have an aggregate value of over $1,650,000,000. These figures 
reveal that a grand total of approximately 400,000 estates with 
a total value of about $5,150,000,000 passed by death in 1927 
which were administered within the United States. 38 

While trust institutions are vitally interested in probate 

38 McCoy, Joseph S., “What the Federal Estate Tax Returns Reveal/’ 
Proceedings Tenth Mid-Winter Trust C February, 1929, p. 81 ; 
“The Growing Field for Trust Service,” Pr< . .v./;* i, < Eleventh Mid-Winter 
Trust Conference, February, 1930, p. 34; Statistics of Income. 
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records and estate tax reports in connection with testamentary 
trusts, executorships and administratorships they are also con- 
cerned with the distribution of capital among living persons as 
a source of business in connection with various types of living 
trusts and agencies. 

Fortunately there are some substantial data on this point. 
Within the last decade, a statistical study was made to determine 
the distribution of capital among the living, this study being 
based upon a complete analysis of all available data. According 
to this study there were 40,908,324 property owners in the United 
States as of December 31, 1921, and the total aggregate capital 
was estimated at $281, 157, 000, 000. 39 The distribution of capital 
as estimated by King is shown in Table IV on page 17. 40 

According to these data, individuals owning from $1,000 to 
$10,000 constitute 76.3 per cent of all property owners, or over 
30,000,000 people; this group of individuals owns 33.6 per cent 
of the total capital of the United States. The people owning 
from $10,000 to $50,000 constitute 9.2 per cent of all property 
owners, and in the aggregate they possess 27.85 per cent of the 
total capital of the United States. The groups from $50,000 to 
$100,000 own 9.1 per cent of the total capital of the United 
States and constitute 0.9 per cent of the property-owning class. 
An aggregate of 28.1 per cent of the total capital of the United 
States is owned by individuals worth $100,000 or over who 
constitute only 0.63 per cent of the total property-owning 
population. 

A further idea of the potential supply of personal trust funds 
may be gained from an examination of the amount of life insur- 
ance which has been written. In 1900, the total amount of life 
insurance in force in the United States was $8,560,000,000. By 
December 31, 1933, the total amount had increased to over 
$100, 000, 000, 000. 41 The volume of savings deposits in the United 
States is also a very significant item in illustrating the growth 
of wealth. The aggregate of savings deposits in savings banks 
and in state and national banks amounted to $22,683,488,000 on 
June 30, 1932. 42 


39 King, W. I., “Wealth Distribution in the Continental United States” 
Journal of the American Statistical Association , Vol. 22 (June 1927), pp. 

40 While these figures represent conditions twelve years ago, the situa- 
tion has not appreciably changed since that time. See Doane, Robert R„ 
The Measurement of American Wealth , (1933), Ch. II. 

Proceedings Twenty-Seventh Annual Convention of the American 
Company 0 ^ °* ^ Insurance Presidents > New York, 1933; The Spectator 

42 Report of the Comptroller of the Currency , 1932, p. 88. 
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Column 5 
cumulated 
from 
bottom 

100.0% 

99.727 

98.73 

89.49 

65.10 

50.57 

37.25 

28.14 

11.48 

6.34 

3.67 

2.68 

1.89 

0.90 

' 

VO 

Column 3 
cumulated 
from 
bottom 

100.0% 

95.60 

87.07 

48.78 

10.73 

4.29 

1.54 

0.63 

0.070 

0.018 

0.0035 

0.0016 

0.00074 

0.00011 


to 

Per Cent of 
Total 
Capital 
in each 
Class 

0.273 

0.997 

9.24 

24.39 

14.53 

13.32 

9.11 

16.66 

5.14 

2.67 

0.99 

0.79 

1.31 

0.58 



Total 
Capital 
of each 
Class 
($000,000) 

NuifOfCiOinC\5CNOOO\^OH 
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ix co on to oom“ vq^ oo xr tx cm^ vo vq 

of to CO o" Cx trT v£f XT' jnT of of CO P 
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281,157 

CO 

Per Cent of 
Total 

Number of 
Persons 
in Class 

4.396 

8.53 

38.29 

38.04 

6.44 

2.748 

0.91 

0.56 

0.052 

0.0142 

0.0019 

0.00084 

0.00065 

0.00009 


CM 

Number 

of 

Persons 

in 

Class 

1,798,572 

3,489,806 

15,665,781 

15,564,851 

2,634,660 

1,124,350 

371,100 

230,520 

21,450 

5,800 

785 

345 

269 

35 

40,908,324 

- 

Wealth per Person 

0 up to $ 600 

600 up to 1,000 

1,000 up to 2,400 

2,400 up to. ..... . 10,000 

10.000 up to 25,000 

25.000 up to 50,000 

50.000 up to 100,000 

100.000 up to 500,000 

500.000 up to. . . . ... 1,000,000 

1.000. 000 up to 2,500,000 

2,500,000 up to 5,000,000 

5.000. 000 up to 10,000,000 

10.000. 000 up to 20,000,000 

20.000. 000 and over 
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The Nature of Trust Investing. — The investment of trust 
assets by trust institutions today is a particularly difficult task 
involving the consideration of many factors which do not ordi- 
narily concern other institutions. Trust investments cannot be 
measured by the same analytical methods that are applicable to 
the investments of insurance companies, savings or commercial 
banks, and other similar financial institutions. The funds of the 
latter have been received in the form of cash, and there is only 
one portfolio to supervise and keep invested. Their objective is 
to maintain and increase the dollar value of the principal and 
income, hence these institutions may carry out a deliberately 
planned and unified scheme of investing. 

Trust institutions on the other hand, have as many different 
investment problems as they have accounts. Each trust account 
is a distinct unit requiring a separate portfolio of investments, 
which must be altered or amended to suit the individual need. 
No two investment requirements are alike — what might be good 
for one would be a poor investment for another. The trust 
institution has a variety of different types of accounts ; one type 
for the widow and the orphan ; one for the conservative investor ; 
and still another for the one who desires an income as high as 
safety permits. Thus the trust institution must not only invest 
scientifically, but also for the purpose of satisfying the particular 
requirements of beneficiaries in hundreds of thousands of 
accounts. Another troublesome problem confronting the trust 
institution is the disposition of investment items found in the 
inventory of trust assets, handed over to it by the creator of the 
trust. The original portfolio sometimes consists of only a single 
type of investment, or it may all be in cash, but more often it 
contains a heterogeneous collection of stocks, bonds, real estate 
and real estate obligations which are of doubtful quality or have 
severely depreciated in value. 

Trust investing is further complicated by the fact that there 
are varying sums to be invested, ranging in size from a few 
thousand dollars to over a million dollars. Certainly, an invest- 
ment policy suitable for a $5,000 or $10,000 account would not 
apply to trusts of a different nature and of much larger amounts. 
There is likewise the time element to be considered — the trust 
may run for a short period — a few years or less — or it may con- 
tinue for half a century or even longer. Again, the duration 
of the trust may be unknown, for it may be terminated at any 
moment by some unforseen contingency. 

Then, too, there are several factors which militate against 
the flexibility and freedom of action on the part of the trustee, 
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who is responsible for the investments. In the first place, the 
donor frequently imposes specific restrictions regarding the 
investments handed over to the trustee, or in the making of new 
investments. The terms of the instrument, of course, must be 
followed implicitly — it is true that the trustee, in many cases, is 
given broad powers in making investments, but he must always 
be “reasonable, prudent and diligent/' or be liable for any loss 
that occurs through his negligence. In the second place, the 
investment of trust funds is often circumscribed by statutory 
law and court decisions — hence, if no discretionary powers appear 
in the trust instrument, the trustee must abide by the law, or be 
guided by the precedents prescribed by statute or established in 
court decisions. 

Thus, on all sides the trust institution is beset with manifold 
problems in any attempt to formulate an intelligent program for 
the investment of trust funds. This task is made difficult enough 
by the conflict of laws and opinions regarding the handling of 
fiduciary investments, but the presence of such a multiplicity of 
accounts makes it well nigh impossible to follow any unified pro- 
cedure for the whole in diversification, marketability, safety, or 
appreciation. The thousand and one questions that arise from 
time to time in the selection and analysis of proper securities for 
each trust account call for constant study of the entire field of 
investment, and require the undivided attention of trust officers 
if they would keep apprised of the most suitable media as outlets 
for trust funds. 



Chapter II 


THE MECHANISM OF INVESTING BY TRUST 
INSTITUTIONS 

T HE investment of trust funds is one of the most 
important functions of the trust department. By it is 
largely measured the success of the organization. For a 
short time, perhaps, a trust department may achieve apparent 
success regardless of its investment practices, but in reality there 
cannot be sustained success unless a sound investment policy is 
adopted and followed. An investment policy to meet present-day 
needs is predicated upon a thorough knowledge of the principles 
of investment, a sound up-to-date understanding of fundamental 
economic and business conditions, a clear appreciation of the 
conditions affecting the trend of industry, commerce and busi- 
ness in general, and adequate information about individual cor- 
porations and their various securities. The trust investment 
organization, therefore, is confronted with a complexity of 
factors in its performance of the investment function. Just what 
these factors are and the step-by-step procedure in handling trust 
accounts it will be the object of this chapter to show. 1 

The Function of the Trust Investment Division. — The 
function of the trust investment division is primarily to assist 
the administrative officers in the investment management of the 
various accounts of the trust department. The degree of respon- 
sibility and control exercised is predicated upon the capacity in 
which the institution acts and the nature of the particular account. 
In general, the duties of the trust investment division with 
respect to the various accounts may be listed as follows: 2 

1. Investment and reinvestment of trust funds; selection of 
investments and entering of orders. 


1 Material for this chapter was developed from a personal study of the 
trust investment division of various trust institutions. The author has 
made frequent use of the manuals of trust investment procedure from 
severai of these institutions. In order to avoid the identification of indi- 
vidual institutions specific credit is not given for most of the material of 
this chapter. 

2 No attempt is made to give an outline of duties with respect to each 
class of accounts. 


20 
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2. Periodic review of each account as to the merits of the 
investments and diversification. 

3. Analysis of securities, companies, and industries as 
affected by economic and business conditions. 

4. Elimination of undesirable investments. Choosing the 
securities to be sold and the entering of orders. 

5. Handling securities with reference to changes in dividends, 
calls for redemption, exchanges, conversions and stock 
rights. 

6. Investigation and follow-up of defaulted securities. 

7. Determining a policy regarding securities held which are 
involved in consolidations, reorganizations, bondholders' 
protective agreements, and giving instructions for carrying 
out the policy determined upon. 

8. Consultation and correspondence with customers respect- 
ing all investment matters pertaining to their accounts. 

9. Maintaining such records of its activities as will provide 
evidence at any future time that the decisions taken, 
whether or not profitable to the account, were reached 
after careful consideration of the best information avail- 
able at the time. 

Trust Investment Organization — Official in Charge 
of Trust Investment Division. — A vice-president or other 
officer is in charge of the trust investment division. He directs 
the general investment policies, has the responsibility for general 
supervision over trust investments, coordinates the functions of 
the administrative group and the trust investment division, and 
presides at meetings of several investment committees. In special 
instances he may consult with customers. Where the occasion 
demands, the officer in charge may be assisted in these duties 
by another officer. 

Class of Accounts and Investment Officers. — The 
accounts of the trust investment division to which its services 
are primarily devoted may be classified into four groups: 3 

1. Trusts under wills. 

2. Trusts under agreements and insurance trusts. 

3. Estate and administration accounts. 

4. Agency accounts. 

To each of these groups of accounts there is assigned an invest- 
ment officer who has, in general, three duties. The first is to 

3 The writer has noted similar classifications in a number of institutions. 
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supervise investments for his group of accounts. However, he 
does not have final authority, except in certain emergency cases, 
but he is directly charged with the duty of presenting for action 
to those in whom authority rests, all matters pertaining to trust 
investments. He is also responsible for carrying out the recom- 
mendations made by the investment committees. Obviously he 
should understand the trust business and have a thorough knowl- 
edge of investments. The second broad duty of the investment 
officer is to keep in close touch with the administrative officers. 
Lastly, he should consult with customers in regard to the securi- 
ties held in their accounts. 

Organization of the Trust Investment Division. — The 
work and operating force of the trust investment division proper 
is under the direction of the manager. He has the responsibility 
of seeing that the functions of the division are carried out 
properly from the viewpoint of personnel and procedure. For 
operating purposes the trust investment division is divided into 
four main sections: 

1. The review section. The accounts in the groups described 
above are assigned to reviewers who work directly with 
the investment advisors and handle all details with ref- 
erence to the accounts assigned to them, including the 
periodic review of securities. 

2. The statistical section. This consists of a group of 
analysts who analyze securities by class, individual securi- 
ties, industries and economic conditions — all factors affect- 
ing the securities held, including delinquencies and bond- 
holders' protective agreements. 

3. The information and records section. This section main- 
tains the trust-synopsis sheet, the various ticklers, invest- 
ment folders, security records, company-information fold- 
ers, files of economic and statistical information, statistical 
and investment services, and periodicals and investment 
literature. 

4. The trading section. This section handles the entering of 
all orders to purchase or sell investments. 

The Investment Committees. 4 — The decisions as to actions 
to be taken with reference to the securities held in the various 
accounts or the investing of funds are made for the most part 
by one of the investment committees. 

4 See A Handbook for the Review and Survey of Trust Securities, 
Trust Company Division, American Bankers Association, (1930), pp. 4 ff. 
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The Investment Committee. — For each section of accounts 
supervised by an investment officer, there is an investment com- 
mittee composed of the administrative officer to whom the 
account is assigned, the officer assisting the official in charge of 
the trust investment division, the senior analyst, and the invest- 
ment officer. Each investment committee meets weekly to con- 
sider the accounts which are brought up for review and any 
special problem affecting the accounts supervised by that invest- 
ment committee. 

The Central Investment Committee. — There is a central 
investment committee which supervises the investment work of 
the investment committees. The central investment committee 
consists of the members of the investment committees, the officer 
in charge of the trust investment division, the officer in charge 
of the classification of accounts involved, and one of the other 
senior vice-presidents of the trust department. The committee 
meets weekly to pass upon the recommendations of the invest- 
ment committees and to make the final decisions as to the action 
to be taken. 

The General Investment Committee. — The members of 
this committee are the vice-president or officer in charge of the 
trust investment division and the officer assisting him, the other 
senior vice-president of the trust department, a representative 
from the commercial department, all the investment officers in 
charge of a class of accounts, the manager of the trust invest- 
ment department, and the senior analyst. This committee meets 
weekly for the purpose of coordinating policies and operations, 
makes final decisions on general investment policies, considers 
securities held in several classifications of accounts, considers 
reports on industries, passes upon the securities placed upon the 
list of those approved for trust investments, examines new 
trusts, authorizes all purchases and sales, and in general, guides 
the whole trust department operation. 

There is a secretary of the investment committees who attends 
all meetings of these committees. He keeps the minutes of each 
meeting and advises the various parties interested as to actions 
decided upon, so that the actions may be carried out. 

The Committee on Investments of the Board of Direc- 
tors. — This committee is usually composed of five directors of 
the trust company, who meet weekly with the senior vice-presi- 
dents of the trust department. The committee makes a general 
survey of the work of the trust investment division and approves 
all securities to be bought or sold and all investment programs. 
There is submitted to this committee for decision, questions of 
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important investment policies, unusual or difficult situations in 
accounts, complicated problems with reference to securities, and 
special problems growing out of the industrial cycle and economic 
conditions. The officer assisting the official in charge of the 
trust investment division acts as secretary at these meetings.^ 

The conclusions of this committee on investments are written 
into formal minutes, and the entire matter is then submitted to 
the board of directors of the trust company for approval. 

Equipment of the Trust Investment Division . 5 — The 
trust investment organization cannot carry through an invest- 
ment program unless it has the requisite equipment and infor- 
mation. The following outline indicates the desirable equipment 
for this work : 

Synoptic Record. — This information sheet gives a brief 
synopsis of the trust agreement and the information pertinent 
in the management of an account. It includes a summary of the 
provisions governing investments, the conditions upon which the 
account terminates, its size, a brief history of the beneficiary as 
to business factors, residence and citizenship, type of accounl 
and purpose. 

Security Records. — There should be complete files of all the 
investments in the accounts. These records may be divided ir 
three ways: (1) by accounts, (2) by securities, and (3) by com 
panies. The divisions by accounts and by securities may be agair 
divided into (a) stocks, (b) bonds, (c) real estate obligations 
and (d) miscellaneous. Each card contains the following infor 
mation : number of the account, name of the customer, name oj 
the individual security, the income-paying dates, the date of th< 
transaction, the description, the certificate number, the registra 
tion of the certificate in the case of stocks, the share or par- 
balance, the unit-cost, the debit, credit, and balance. There h 
maintained in addition to these security records, a card-file ol 
companies, the securities of which are held by the trust depart- 
ment, to facilitate the work of the analysts in reviewing eco- 
nomic conditions as they affect certain industries. These file* 
provide a system of index-card records so that they may be 
found in groups by any classification. A card is made up foi 
each company and filed alphabetically by the name of the com- 
pany. These cards are in turn classified as to railroads, utilities 
industrials, government, real estate, real estate obligations, an< 
miscellaneous. Each of these fields of investment is furthe; 
classified . Railroads are divided into geographic groups or ii 

6 See A Handbook for the Review and Survey of Trust Securities 
Trust Company Division, American Bankers Association, (1930), part IV 



Investing by Trust Institutions 


25 


some other manner for convenience. Utilities are classified 
according to the nature of the business, such as electric power 
and light, gas, traction, water, telephone and telegraph. The 
industrial group is further classified according to the nature of 
the business in which the company is engaged, comprising some 
thirty odd classes of industries. Where possible, real estate 
issues may be classified according to the house of issue ; however, 
if more convenient, they may be classified according to the busi- 
ness they represent. Foreign bonds may be classified according 
to the location of the debtor government. 

By the use of this file, the analysts are in a position to review 
situations rather than individual securities. To illustrate, if a 
change in general business conditions should occur, adversely 
affecting the copper industry, the analysts could, by the use of 
this file, ascertain the names of all companies in the industry the 
securities of which are held in the trust department. 

Investment Folder. — There should be an investment folder 
for each account. All memoranda and correspondence relating to 
the securities in the account, all copies of “securities-received” 
and “securities-delivered” tickets, reviews of securities, and 
minutes of the investment committees relating to the account are 
placed in the investment folder. 

Ticklers. — Ticklers are maintained for the following items: 
1. maturing bonds, 2. clipping coupons, 3. checking dividends, 
4. conversion features, 5. stock purchase warrants, 6. privilege 
subscriptions, etc. These ticklers provide a check on all the 
above features or on any other special factors which may be 
significant in investing. 

Company Information Folders. — There should be a folder 
for every important, or relatively important, company in all the 
investment fields. It provides a place for all information con- 
cerning the various companies, such as financial statements from 
the company, statistical reports, news clippings, special articles, 
reports written by an analyst, and all correspondence with the 
company. This material, considered with the published statistical 
and investment information contained in the usual manuals and 
services, may greatly assist in the analysis of a company, security, 
or special situation. 

Economic and Statistical Information Files. — As a back- 
ground for investment analysis, there should be fairly complete 
and accurate information regarding economic, industrial and 
financial conditions. There should be available information, sta- 
tistical or otherwise, covering general business conditions, pro- 
duction in every field, trade and commerce, and finance. In addi- 
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tion to this material, it is vitally important to have all data and 
material possible concerning specific industries such as electrical 
equipment, oil, chemical, real estate, electric power and light, etc. 

Investment and Statistical Services. — It is essential to 
have certain investment and statistical services. The manuals, 
special services, bond records, etc., should be part of the equip- 
ment of the trust investment department. 

Periodicals, Investment Literature, and Library Service. 
— The various financial magazines, periodicals, business and trade 
journals, investment literature, and reference material are highly 
important in carrying on investment work. 

Trust Investment Procedure 6 — New Accounts. — When 
a new account is opened, the account information division sends 
to the manager of the trust investment division copies of the 
synoptic record which has been prepared under the direction 
of the administrative officer, who is assisted by the investment 
officer. A copy goes to the investment folder file-clerk, one to 
the investment officer, and one to the officer assigned to the 
account. An additional copy is circulated among these parties 
for instructions to be carried out, and is then forwarded to the 
reviewer who has been assigned to the account. 

When informed by the synoptic record of a trust which 
requires an annual review, the investment advisor sends a 
memorandum to the addressograph department requesting that 
the addressograph plate, showing the name of the account, be 
tabbed in such a way that when the plate is run on the date set, 
it will be selected and printed on a list. If the account requires 
reviews in addition to the annual reviews, ticklers are set up to 
call attention to such requirements at the times indicated. 
Addressograph lists are made up twice a month in duplicate for 
all accounts tabbed for selection at the particular period. One 
copy is sent to the investment officer and one to the secretary 
of the investment committees. In this way all accounts are 
reviewed immediately after they are opened and periodically 
thereafter as required. 

Review of Accounts. — In performing investment work, 
there should always be kept in mind as guides the purpose of 
the trust and the investment policy, the two harmonizing, of 
course. With these important factors in mind, attention may next 
be focused upon the analysis of the trust as a whole. 

When an account is to be reviewed, either when it is opened, 
or subse quently when it is brought to attention for a periodical 

6 Much of the > remainder of this chapter is summarized from the 
manuals of trust investment procedure of various trust institutions. 
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review, or because of a certain situation, the investment officer 
informs the reviewer who has charge of that account. The latter 
prepares a requisition, directing the addressograph division to 
run the addressograph plates showing the securities held in the 
account on an investment sheet. 

The investments are classified into the following groups in 
the order mentioned: bonds, preferred stocks, common stocks, 
real estate obligations, real estate, and miscellaneous. Within the 
groups the securities are arranged in accordance with the classi- 
fications of enterprises in alphabetical sequence. The classifica- 
tion of enterprises is as follows: bonds — United States govern- 
ment, state and municipal, railroad, public utility, industrial, land 
bank, foreign; preferred stocks — railroad, public utility, indus- 
trial; common stocks — railroad, public utility, industrial, bank, 
miscellaneous; real estate obligations — real estate bonds, real 
estate loans, promissory notes ; real estate is not classified ; mis- 
cellaneous is not classified. 

The reviewer gathers the data and fills in the spaces across 
the sheet for each investment item. The data required includes 
description of issue, par value, market price, rate, yield, annual 
income, and rating. The investment sheet is then submitted to 
the investment officer, who surveys the entire account, looks over 
the securities, and sends a request to the manager of the trust 
investment division for analytical reports covering specific securi- 
ties, companies, situations and the account as a whole. Instruc- 
tions are then given to the reviewer and to an analyst to gather 
the necessary information and to make the required reports. 

When the data are collected and properly entered on the 
investment sheet, a general review of the account is made. The 
general review gives consideration to such salient features as 
investment quality, diversification, marketability, current return, 
and general suitability to the requirements of the beneficiaries, 
and the purpose for which the trust was established. 

Following up the general review, a short written analysis on 
each security is prepared wherever the situation warrants it. 
Such a report should not be lengthy, but should merely outline 
the significant facts regarding the company's business, its capitali- 
zation, earnings, financial position and dividend record. There 
should be a brief conclusion as to the general type of security, 
whether it is suitable for permanent investment, for temporary 
investment, or is speculative, to be held as a work-out or to be 
sold at once. 

If the situation is more involved, or if the investment con- 
stitutes a large percentage of the trust fund, or if there are spe- 
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cial features to be analyzed, a thorough analysis should be pre- 
pared. 

Ample copies of each of the forms are made up for distribu- 
tion. The “fee-and-schedule” information is typed on one copy 
together with the principal and income, and cash balance on 
“under will,” “under agreement,” and “estate administration'" 
accounts. The review and analysis are forwarded by the reviewer 
to the investment officer with a memorandum. 

Submitting Reviews and Analysis to Investment Com- 
mittees. — The review and analysis are scrutinized by the invest- 
ment officer and an opinion formed as to what action, if any, 
should be taken with reference to the securities. The investment 
officer also has an additional sheet typed showing the provisions 
of the trust which are pertinent to an investment inquiry, such as 
the date established, the beneficiaries, the distribution, and the 
section of the instrument relating to investments. Copies of the 
sheets are sent to the members of the investment committees 
which meet weekly to consider the securities. The members of 
the investment committee look over the reviews and at the 
meeting discuss each account. From this discussion definite 
recommendations are formulated. Under the direction of the 
investment officer, these recommendations and comments with 
reference to the securities are typed on the sheets showing the 
provisions, which are then attached to the reviews and analyses. 
Copies of the reviews, analyses, provisions, and recommendations 
are sent to the members of the central investment committee 
for the classification of accounts involved. This committee 
meets weekly, discusses the recommendations of the invest- 
ment committee, and makes the final decision as to the action to 
be taken on each account. Minutes of the meeting of each com- 
mittee are taken by the secretary of the investment committees, 
and, under his direction, added to the proper sheets on which 
the recommendations have been placed. 

. After approval by the investment committees, a copy of the 
minutes, analyses, and reviews is placed in a permanent minute 
book. Other copies are sent to the investment officer and 
reviewer so that the course of action decided upon may be car- 
ried out. Copies are also sent to parties interested and put in 
the investment folder. A special copy goes to the administrative 
officer, who studies it carefully and makes what notations he 
deems necessary. When it is returned by him, parts containing 
significant information as to sales decided upon, etc., are put in 
the statistical file. Except on agency accounts, the last copy of 
the review and analysis is sent to the fee division for referent 
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to the administrative officer who sees that the proper fee is 
charged. From here, it is forwarded to the tax division to be 
used in computation of the personal property tax. When it is 
necessary to take certain steps immediately, prior to the prepara- 
tion of the minutes, the investment officer makes a note of them 
during the committee meeting and instructs the reviewer. The 
reviewer reports to the investment officer as the work progresses, 
so that the latter may see whether instructions are being carried 
out promptly. 

On agency accounts, the first copy of the review and analysis 
is sent to the customer, accompanied by a letter commenting 
upon the securities, and outlining the recommendations of the 
investment committees. This of course necessitates the use of 
other copies for the investment folder, etc. 

Investment Analysis. — When an analysis is desired, a 
requisition is sent to the manager of the trust investment division. 
He assigns to an analyst the duty of preparing the report. 

The analyst first obtains from the investment division the 
statistical file with reference to the security. If the information 
given therein is sufficient for the purpose, it is referred to the 
one who requested it. If not, a report is prepared, the length and 
scope of which depend upon the nature of the inquiry. 

In its survey of developments which may affect the securities 
in the accounts, the statistical section employs the various sta- 
tistical services, financial manuals, corporation and government 
reports, periodicals, the trust investment department files of the 
company, economic and statistical information, and files of the 
credit department. In addition, individual officers who have spe- 
cial knowledge of particular situations may be consulted, or 
inquiries may be directed to other sources outside of the bank. 

All analyses of securities of a statistical nature are made by 
a group of analysts, who are under the direction of a senior 
analyst. In addition to preparing reports requested by the invest- 
ment committees, investment officers, or administrative officers, 
to aid in the review and administration of the various accounts, 
the analytical section at all times keeps in touch with the general 
market situation and the activity of business. When any par- 
ticular industry or security is being affected by adverse factors, 
an investigation is made to determine what effect the situation 
has on the securities held by the trust department and a report 
is written on the matter. 

There is a regular analysis of securities by types ; for example, 
the general railroad situation is reviewed in so far as it affects 
railroad investments. The same procedure may be followed with 
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respect to all other types of industries. Analysis by classification 
will insure that factors affecting an industry will be considered 
in respect to all securities of a given class held by the trust 
department. 

Where a security is held in a number of accounts, it is essen- 
tial to have an analysis of such an investment. The same report 
is applicable to each account where the security appears. A care- 
ful analysis is periodically prepared on such securities. The fre- 
quency of the reviews, however, is determined by the grade of 
the investment. 


When the report has been prepared, it is submitted to the 
senior analyst or to another analyst designated by him, for 
review. It is then sent to the party who requested it. If it is 
submitted to an investment committee, the security is discussed 
and a decision reached with reference to it. The decision is 
recorded in the minutes of the meeting, copies of which are sent 
to those who are to carry out the action determined upon. Copies 
of the report and the minutes pertaining thereto are put in the 
statistical files of the investment division. 


When the security under analysis is held in but one classifi- 
cation of accounts, the report is sent to the investment officer 
concerned for submission to his investment committee or the 
central investment committee. However, should the security be 
held in more than one classification of accounts, the analysis is 
submitted to the general investment committee. When studies 
are made of industries or associated systems, they are discussed 
at a meeting of the general investment committee. In all cases 
sufficient copies of the report are made so that one can be given 
to each member of the committee concerned. 

One of the duties of the analytical section is to maintain a 
list of securities approved for trust investments. A search is 
carried on at all times for security issues which are of sufficient 
merit to serve this purpose. When such a one is found, a report 
is su “nitted to an investment committee which decides whether 
it shall be added to the list. Constant attention is thereafter given 
to these securities to determine how they may be affected by 
subsequent developments. When any development of importance 
anses, a report is prepared for submission to the investment 
omimttees. Also, when a large amount of a certain issue has 
been purchased, it is taken off the list so that the institution may 
not be involved too heavily in one issue. 

,J n addition t0 the analysis work discussed above, the statis- 
tical section maintains a rather complete history of economic 
industrial and financial conditions to be used as a background for 
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investment analysis. This information covers general business 
conditions, production, trade and commerce, finance and credit 
conditions. 

Investments. — Investments for the various accounts are 
selected by the investment officer working with the administrative 
officer and the investment committees. The availability of funds 
for investment is brought to the investment officers' attention in 
a number of ways. 

Whenever a new account is received in which there is cash 
to be invested, or whenever additional cash is deposited in an 
account, the administrative officer handling the account and the 
investment officer confer upon a plan of investment. The invest- 
ment officer instructs the reviewer as to the securities to be pur- 
chased, and the latter prepares the proper tickets. 

Each month the securities cage makes up a list of all securities 
held in the trust department which mature or have been called 
for redemption the following month. A copy of this list is sent 
to each investment officer who refers it to the reviewer. Plans 
are made for handling the funds from these maturing or called 
obligations. New investments are selected from the list approved 
for trust investments to fit the requirements of each particular 
account. After the selection is checked and approved by the 
investment officer with the advice of the administrative officer, 
the reviewer then writes letters to those who must be consulted, 
if any, suggesting reinvestment in the securities selected. A 
notation of such action is made on the list so that it will be taken 
into consideration when the funds are available. 

In the case of agency accounts, the list of maturing and called 
items is forwarded to the reviewers for proper attention. If the 
bank has the sole responsibility of reinvestment, or has been 
requested to make suggestions, the investment officer is consulted. 
Upon his advice, securities are purchased, or letters are written 
under his direction for the signature of the officer handling the 
account. On the remaining accounts, advice is given by form 
letter. 

The securities cage sends to the manager of the investment 
division each day a copy of the “securities-delivered” tickets. A 
part of these tickets is stamped, removed, and forwarded to the 
auditor as a notification of the receipt of the tickets. The tickets 
are then sorted according to classifications and sent to the 
reviewers handling them. The reviewers select those which rep- 
resent a receipt of principal cash in the account, and forward 
the remainder to the file clerk who puts them into the invest- 
ment folders. The reviewer then obtains the principal-and-income 
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cash balances and the investment folders for the tickets he has 
retained, and delivers them to the investment officer. A security 
is selected by the investment officer from the list approved for 
trust investments, to fit the requirements of each particular 
account, and is referred to the administrative officer for approval. 
The reviewer makes out “buy” tickets for each proposed pur- 
chase. 

A trial balance is taken by the cash records division twice a 
month. This is sent to the manager of the trust investment 
division who distributes it among the reviewers assigned to the 
various accounts according to classifications. It is then checked 
to determine whether or not the principal cash balance is in the 
process of being invested, and if not, the situation is investigated 
and referred to the investment officer. At the same time the 
income balances are checked with a card file, maintained by the 
reviewer for each classification, showing the accounts in which a 
provision has been made for the accumulation and investment of 
a portion of the income. When funds of this nature are avail- 
able, the selection of an investment is made as before described. 

In connection with the checking of the trial balances, a list is 
prepared once a month of all net overdrafts, the various items 
being segregated according to the administrative officers to whom 
the accounts are assigned. The list indicates the reason for the 
overdraft, and an asterisk is shown for each time the item has 
appeared on the list after the first time. Copies of the list are 
sent to the proper officials. 

Bonds and Other Securities for Investment. — A number 
of institutions have a policy of purchasing bonds and other 
securities for accounts in anticipation of trust investments. The 
individuals authorized to effect these purchases make arrange- 
ments with the security dealers and prepare “bought” tickets 
which describe the security and indicate the price and delivery 
date. These tickets must show the accounts for which the 
securities are being purchased. By the use of “sold” tickets the 
securities are later transferred to the account for which they 
were bought at the original purchase prices, plus accrued interest 
for the interim in which the security was retained in the trust 
investment account. A report on this account is prepared weekly 
by the order clerk and copies are sent to the proper committees, 
officers, and reviewers. 

Mortgages and Notes for Investment. — All mortgages 
which come to the attention of the officer in charge of the real 
estate division, and are believed by him to be suitable for trust 
accounts, are referred to the real estate mortgage committee, 
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consisting of officers of the trust department. If approved for 
such purpose, they are purchased so that mortgages in sufficient 
amounts and denominations may be available when needed. 

Before a loan is presented to the committee, the real estate 
division prepares an appraisal in quadruplicate and a “bought” 
ticket in duplicate which describes the mortgage and indicates 
from what source it is to be received. The first copy of the 
appraisal is sent to the committee, and if the loan is suitable, the 
appraisal is approved by the members of the committee and 
returned to the real estate division. A copy of the appraisal is 
sent to the secretary of the investment committees, stamped 
“approved” and incorporated in the minutes. The remaining 
copies of the appraisal and the “bought” tickets are retained by 
the real estate division. Notification is then given to the broker 
and the mortgage is acceptable. When the mortgage is pre- 
sented, it is referred to the real estate division for examination 
of the papers. If they are in order, the original of the appraisal 
and the “bought” ticket are attached, the mortgage is turned over 
to the securities cage, and payment is made. The securities cage 
acts only when the appraisal is approved by the officer in charge 
of the investment division, by the officer in charge of the real 
estate division, and by one other officer of the trust department. 

When it is desired to purchase a mortgage, the investment 
reviewer fills out a “buy” ticket, showing the name, classification, 
and number of the account, the amount of mortgages required, 
the interest rate and any restrictions as to size, due date, etc., 
concerning the requirements of the particular account. This is 
approved by the administrative officer or investment officer. A 
copy is given to the order clerk, who selects from his copies of 
the “securities-received” tickets, one covering a mortgage which 
will correspond to the request. If the entire amount of any 
individual mortgage is to be used, the “securities-received” ticket 
is attached to the “buy” ticket and sent to the securities cage, 
which puts through the necessary cash and securities tickets to 
transfer the mortgage from the trust department mortgage-and- 
note account to the trust account involved. The name of the 
account is noted on the appraisal, which is then sent to the invest- 
ment reviewer to be put in the investment folder. If only a part 
of a loan is being purchased, the order clerk transcribes to the 
“buy” ticket the full description of the mortgage as shown on the 
“securities-received” ticket upon which a note is placed as to, the 
amount used. A copy of the “buy” ticket is then sent to the 
securities cage where it functions as heretofore described. The 
“securities-received” ticket is replaced in the file. In these 
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instances a copy of the appraisal is made up and sent to the 
investment reviewer for the investment folder. A copy of the 
buy ticket, when received from the investment reviewer, is 
forwarded to the cash records division to show that the funds 
are in the process of being invested. 

When it is desired that a mortgage be sold from a trust 
account, the investment reviewer first ascertains whether or not 
it was originally purchased through the real estate division. If it 
was, the appraisal is removed from the investment folder, or if 
an appraisal was not put in the folder, it is obtained from the 
real estate division and a copy made. The appraisal is sent to 
the officer in charge of the trust investment division with a 
memorandum, outlining the situation, signed by the administra- 
tive officer or investment officer. This is discussed with the 
proper officer of the real estate division and such of the other 
officers as seems advisable. A decision is reached as to whether 
it should be purchased for the trust department mortgages-and- 
notes account for investment, or for the bank-investment account 
and m either event, as to the price to be paid. Notification of 
t e decision is given to the investment reviewer and the appraisal 
is returned to the proper department. If a sale has been author- 
ized, the investment reviewer prepares a “sold” ticket showing 
the name, classification, and number of the account, the amount 
and description of the mortgage, the price, and the account to 
which it is to be sold. A copy of the ticket is approved by the 
proper administrative officers and investment officials. The 
necessary steps are then taken to transfer the mortgage by means 
of the appropriate cash and securities entries. * 7 

If the mortgage was not purchased through the real estate 
division, a sell ticket is prepared in the usual way and is given 
immediately to the order clerk who, with the assistance of the 
investment reviewer, locates a market and executes the order In 
such cases a copy of the “sell” ticket is marked on the reverse 
withffi? at name ,° f the broker > the saJ e date and price, together 

mitted h tn d tL 1Very date and plaCC ° f deI j ver y- The ticket is trans- 
it j 6 se ? unties cage and upon its authority the mortgage 

hasedTnto th ^ When ™4ges are pur- 

chased into the mortgages-and-notes accounts for investment the 

li ; ket ' w i* ich is re “ iwd 

cage, and the appraisal are placed by the order clerk in the file 
showing the mortgages held in this account 

If a mortgage is not paid at maturity, the real estate division 
handles all negotiations for the extension rene^, SSting pas" 
due or foreclosing whichever course in its judgn^TSS 
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Special Items — Dividends. — The dividend clerk is respon- 
sible for the correctness of dividend information on the addresso- 
graph plates. As dividend announcements appear in the daily 
sections of the financial services to which the trust company 
subscribes, they are checked against the holder's cards in the 
addressograph card file. If the information as set forth in the 
financial services coincides with that already shown on the 
addressograph plate, no change is necessary. 

Whenever the dividend clerk is informed by the financial 
services that any particular company is declaring an extra cash 
dividend on securities held by the institution, a memorandum 
setting forth the amount of the dividend, the record date, and 
payment date is sent to the supervisor of the securities records 
cage, in order that the cash tickets and remittance maturity 
ticklers may be corrected. 

All addressograph copies of securities tickets, originating in 
the securities cage or corporate cage and covering the deposit 
of stocks, are checked by one of the addressograph file clerks 
against the available dividend information contained in the cur- 
rent financial services. This file clerk also checks the holder's 
file to determine if there are any other holders of stock of the 
particular company under consideration. In this way, dividend 
information on all holders’ cards of any particular company is 
kept uniform. If the information is found to be correct, the 
tickets are sent to the addressograph department and the address- 
ograph plate is prepared. When the file clerk cannot find the 
necessary information in the current publications, the securities 
tickets are marked “no information" and the addressograph 
department runs special cards which are given to the dividend 
clerk for the purpose of follow-up on the dividends concerned. 
Thus no dividend item escapes attention. 

The dividend clerk also checks the announcements of regular 
and extra stock dividends appearing in the daily sections of the 
financial services against the holders' file in the addressograph 
card file. When stock of a company declaring such a dividend 
is held, a list of the holders of this stock is prepared. After the 
cards for the securities tickets from the securities cage, or the 
corporate cage, representing work coinciding with the record 
date of the stock dividend, are placed in the addressograph card 
file, the list of holders is sent to the vault for the purpose of 
checking the number of shares held. This “list-of-holders" notice 
shows the rate and whether fractional shares are entitled to a 
dividend. When the person in charge of the vault has checked 
the list, copies are sent to the proper parties and divisions of the 
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trust institution. In the case of stock dividends, a copy is sent to 
the auditor, who checks to see that the stock is received. 

The dividend clerk has a file of cards showing the names of 
the companies and the classes of stock for which the institution 
is acting as transfer agent. If the financial services indicate that 
any cash or stock dividends have been declared on these stocks, a 
memorandum is given to the stock transfer division. 

A special procedure is set up for the handling of dividends 
payable at the option of the stockholder in stock or cash. 

Bond and Stock Calls. — The investment division has the 
responsibility of notifying the proper parties of all securities 
held by the trust department which have been called for payment. 

When notices of call appear in called-bond information sec- 
tions of the various financial services, or are received from some 
other authentic source, the information with respect to such call 
is transcribed to a proper form, “notice-of-called-bonds.” This is 
done to service any securities which have been called. 

When securities of a company issuing a call are on deposit, 
they are noted to the effect that the issue has been called. Then 
a list of holders is made up on the called bond notice. This form 
bears the name of the company issuing the call, the description of 
the issue, the place of payment, date called, price, and whether the 
entire issue is called or whether the call is by number; also the 
interest payment dates of the security under consideration. If 
there are any conversion or exchange privileges, these are also 
shown. When the call is by number, the procedure is slightly 
different. 

Called bond notices are distributed to the proper parties and 
departments of the trust institution. In return the necessary 
acknowledgements are made. 

When notice is received to the effect that a stock is called, a 
list of holders is then prepared showing the manner of regis- 
tration of the stock certificate, and containing information as to 
whether or not such certificate is endorsed or has a blank stock 
power attached. 

As a double check, to assure the accuracy with which the 
notices are handled, the called bond clerk removes all the hold- 
ers cards from the file of the issue which is called, three days 
prior to the called date, and inspects the cards to determine 
whether each is properly stamped to show that the issue was 
called.. If any cards do not have this notation, it is assumed that 
they indicate additional deposits received since the original call 
notice was made and the proper parties are immediately notified 
to send these additional holdings out for collection. 
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Privileged Subscriptions.— The rights clerk checks the sec- 
tions of the daily financial services covering rights to subscribe 
to additional stock. When this privilege is offered by any com- 
pany the securities of which are held in any of the accounts in 
the trust department, the rights clerk prepares a special sheet 
giving full details of the offer. This sheet shows the name of the 
company, the record date of the stock entitled to such rights, the 
date on which the rights expire, and the basis on which such 
rights are issued. 

This clerk also prepares a list of holders of the securities 
affected. This list is checked to verify the number of shares held 
and the manner of registration. A new list is then prepared giving 
this information, and copies of this list, together with a copy of 
the special sheet, are distributed to the proper parties and divi- 
sions of the trust institution. 

The investment officer assigned to the agency group of 
accounts instructs his investment reviewer to write to all of the 
clients affected, giving full details of the offer and asking for 
instructions concerning the disposition of the rights. Stock pow- 
ers are enclosed to be signed and returned if all, or a part, of the 
rights are to be sold. When informed of the central committee's 
decision through a copy of its minutes, the investment officer 
assigned to the other classes of accounts consults the administra- 
tive trust officers of the accounts affected, and after receiving 
their instruction, advise their investment reviewers with respect 
to the letters to be written to co-trustees and other interested 
parties. When it is necessary, stock powers are secured. 

All letters of instruction are acknowledged by the investment 
officer or his investment reviewers. It is their duty to see that 
arrangements are made to have sufficient money on hand to cover 
subscription, and in the case of sale, to have a stock power to be 
used for transfer purposes. 

Subscription tickets are made as soon as instructions are 
received. These tickets show the name, classification, account 
number, and the par value of bonds or number of shares upon 
which the subscription is being made. They also show a 
description of the security, subscription price, the date before 
which the subscription must be made, payment plan, and special 
instructions concerning payment, such as writing for funds, 
charging checking account or savings account. If part of the 
rights or other securities are to be sold to obtain funds, or if 
additional rights are to be purchased, this too is indicated. 

Rights necessary to complete subscriptions are purchased as 
soon as such instructions are received. They are purchased on a 
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“when issued” basis if instructions are received before the rights 
are issued. 

Sales are made on a “when issued” basis for agency accounts 
when instructed, and with the approval of the administrative 
trust officer to the other accounts, when the stock, upon which 
the rights are issued, is registered in the name of the nominee 
or the name of the bank as trustee, executor, etc. In those cases 
in which rights will not be “good delivery” the sales are made 
“subject to transfer.” When the rights are sold on a “when 
issued” basis, a memorandum is sent by the investment reviewer 
to the vault to be attached to the stock certificates, to prevent the 
sale of stock before the record date. 

The necessary copies of the subscription tickets, and of the 
“buy” and “sell” tickets are delivered to the securities cage. A 
duplicate copy of all subscription tickets, stating that funds are 
to be taken from checking and/or savings accounts, is trans- 
mitted by the securities cage to the cash records division when 
the subscription is entered. 

When handling transactions involving the sale of enough 
rights to subscribe for the balance, the securities cage is notified 
by a memorandum to have the subscription warrants split, so 
that delivery can be made of the rights sold and the balance used 
for subscription. Sale orders are then entered “subject to trans- 
fer.” 

When instructions have been received to enter subscriptions 
on a partial payment plan, which is not an uncommon practice, 
it is the duty of the investment reviewer making the subscription 
ticket to make a tickler card for the securities cage to notify it 
of future payments. 

Bond Delinquencies and Reorganizations. — Memoranda 
regarding bonds or coupons sent out for collection and returned 
unpaid — except those held in safekeeping accounts — are given 
by the collection cage to the investment division and the adminis- 
trative officer handling the accounts involved. The memoranda 
to the investment division are examined by the reorganization 
analyst, and if information regarding the default is not available 
he makes inquiries regarding the situation. 

In about two weeks time, if the collection cage does not 
advise receipt of payment, a delinquent notice is set up. In some 
cases^ interest payments are continued although the principal is 
unpaid. In this case the notice is marked “principal delinquent, 
interest being paid.” 

The memoranda to the administrative officer are referred to 
the investment officers. If agency accounts are involved, the 
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investment reviewers are instructed to inform the clients. This 
is also done on other accounts where required. 

The collection cage institutes an inquiry as to whether or not 
the coupons or bonds will be paid in a short time. If payment is 
received, a memorandum is transmitted by the collection cage 
through the reorganization analyst to have the delinquent notice 
removed. When it has been determined that payment will be 
delayed, or that a protective committee has been formed, all 
information and correspondence is turned over to the reorganiza- 
tion analyst, who follows up the situation from that point. This 
applies to all securities except real estate loans or farm loans, 
which are referred to the real estate division. The reorganization 
analyst also obtains information as to the formation of protective 
committees from services and letters received from clients and 
securities dealers. 

In investigating an issue, the reorganization analyst com- 
municates with various sources of information to determine what 
steps are being taken to cure the default. As soon as the infor- 
mation is obtained, a report is prepared showing the holders, the 
reason for the default, and a summary of the situation. A tickler 
card is established for each security and if periodical reports are 
not received, further inquiries are made. 

If notice is received that funds are available to pay delinquent 
items, or to pay liquidating dividends upon them, the collection 
cage is notified. When a definite plan of procedure, as evidenced 
by a deposit agreement or a plan of reorganization, is formulated, 
this is analyzed and submitted, with a recommendation as to the 
course to be followed, to the investment committee which con- 
siders securities in general. If only one classification of accounts 
is involved, it is referred to the committee for that class. A 
decision is made with respect to the situation, and a copy of the 
minutes is sent to each investment officer, who instructs the 
investment clerks as to the action to be taken. On items held in 
agency accounts only, information is given to the investment 
officer, who requests the investment reviewer to write to the 
clients, outlining the situation and requesting instructions. In 
any case in which the securities are to be deposited or exchanged, 
the investment reviewer prepares a memorandum which is signed 
by the administrative officer and sent to the securities cage. 

The auditor sends all vault coupon cutting tickets covering 
items upon which payment has not been received, and which are 
not otherwise accounted for, to the reorganization analyst. These 
are checked against his records to indicate that the items are 
receiving attention, and returned to the auditor. 
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Purchases and Sales. — Purchases and sales of securities 
for agency or corporate accounts, are made at the direction of 
the customers, except where the bank has been given control 
over investments. In the other classification of accounts, the 
orders usually originate with the investment committees and the 
administrative officers. There are, however, instances in which 
the grantor of the trust retains certain control and gives instruc- 
tions as to the securities, or other accounts in which the co-trus- 
tee must be consulted. 

Information as to each transaction is conveyed to the invest- 
ment reviewer handling the account, who prepares the proper 
ticket by means of which the purchase or sale is carried out. 
This ticket is approved by the administrative officer or the 
investment officer to whom the account is assigned, or, if a 
memorandum initialed by one of these is sent to the investment 
division giving the details, by the supervisor, or an authorized 
senior clerk of that division. 

Here in brief is a sort of cross-section of the work of the 
trust department. In the discussion above there has been no 
intention to favor any one type of procedure over another, but 
an attempt has been made to present a composite picture of the 
procedure used in several large trust institutions. The picture 
presented, incidentally, is far more complete than the actual 
material found in most trust institutions would warrant. It is 
not intended to give the impression that only trust institutions 
with elaborate organizations are qualified to do investment work, 
for much less elaborate methods than those described permit 
good investment service. The quality of service is not measured 
by the elaborateness of the method. However, many trust institu- 
tions are inadequately prepared to give proper investment service. 
The paucity of proper records and the haphazard procedure are 
frequently ample testimony to this statement. 



Chapter III 


COMMINGLED TRUST FUNDS— AN ENDEAVOR TO 
FACILITATE TRUST INSTITUTION INVESTING 

P roblems of Trustee Investing. — Commingled trust funds 
have been established in an endeavor to solve some of the 
problems of property and investment management. A num- 
ber of these problems are due primarily to the following factors : 
First, there has been an enormous growth in the personal trust 
business of trust institutions; second, the number of individual 
trust accounts has greatly increased; and third, the demand for 
trust service by individuals of small means has increased. 

Size of Corporate Personal Trust Business. — The aggre- 
gate of personal trust property handled by trust institutions totals 
many billions of dollars. New York has over ten billion; the 
total for Pennsylvania exceeds five billion ; Illinois trust 
institutions administer over five billion ; while Massachusetts 
has about a billion dollars of trust assets. Although specific data 
are not available for most states, many of them have large quan- 
tities of personal trust property which are handled by trust insti- 
tutions. Dozens of individual trust institutions throughout the 
United States handle personal trust property aggregating $100,- 
000,000 to over $1,000,000,000. 

Number of Accounts Supervised. — The number of indi- 
vidual trust accounts being administered by trust institutions in 
the United States is not known, but the aggregate is large. The 
total number being administered by national banks is more than 
100, 000. 1 The various types of trusts in Illinois represent a total 
of 87,945 accounts. 2 3 Scores of trust institutions handle various 
types of trusts ranging from a small number to over ten thousand 
accounts. 

Size of Trusts. — The individual trusts handled by national 
banks as of June 30, 1931, averaged only $49,319. 8 For all 
accounts administered by trust institutions in Illinois the average 
is approximately $57,000. In the examination of hundreds of 
accounts in five states the author found that small trusts of 


1 Report of the Comptroller of the Currency , 1933. 

2 Trust Companies, Vol. 56 (March 1933), p. 394. 

3 Report of the Comptroller of the Currency , 1932. 
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$25,000 or less occurred most frequently. That small trusts are 
most numerous is explained by two facts. First, there are 
relatively few large trusts to be obtained because of the manner 
in which our wealth is distributed. Second, some wills create a 
number of separate trusts. 4 According to a study by the Federal 
Trade Commission 5 of 43,512 estates probated in selected coun- 
ties of the United States, 1912-1923, 90.2 per cent were of less 
than $25,000 and in the aggregate constituted 26.2 per cent of 
the total amount of property probated. An estimate of the dis- 
tribution of capital among property owners in the continental 
United States, as of December 31, 1921, 6 showed that 95.7 per 
cent of the property owners, or over 39,000,000 people, owned 
less than $25,000 per person. This group of property owners 
owns in the aggregate 49.4 per cent of the total capital of the 
United States. 

Trust Assets of Trust Institutions Continue to Grow, — 
That the problems of property and investment management by 
trust institutions will not become less serious is based upon the 
belief that the amount of personal trust business handled by trust 
institutions will continue to increase. While there are no figures 
for the growth in the personal trust business handled by all trust 
institutions during the past few years, there are data from certain 
financial areas and for the national banks which are significant. 
During 1931, the trust institutions of Philadelphia showed a sub- 
stantial gain in personal trust property over 1930; six of the 
leading trust institutions of that city reported a total increase of 
approximately $200,000,000, ranging from a gain of $2,000,000 
to $86,000,000 for individual companies. 7 The gain in 1932 over 
1931 by these same institutions amounted to approximately $170,- 
000,000 varying from an increase of $2,000,000 to $75,000,000 
for each institution. 8 There was an increase of $230,000,000 for 
all trust institutions in Pennsylvania for 1932. 9 

Since the close of 1928, the Old Colony Trust Company of 
Boston increased its assets from $280,589,000 to $392,400,000 at 
the close of 1932. In 1932, the increase was $14,000,000. The 
Boston Safe Deposit and Trust Company grew from $153,005,000 


. 4 The author has seen as many as forty different trusts established by 
a single will. 

5 National Wealth and Income , 69th Cong. 1st Sess., Sen. Doc. No. 126, 
j)* 58* 

8 King, ^W. I., “Wealth Distribution in the United States,” Journal of 
™e American Statistical Association, Vol. 22 (June, 1927), pp. 135-153. 

Trust Companies , Vol. 54 (Jan. 1932), p. 131. 

[Trust Companies , Vol. 56 (Feb. 1933), p. 271. 

Trust Companies , Vol. 56 (March 1933), p. 389. 
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in 1928 to $246,730,000 in 1932. It showed an increase of $27,- 
000,000 during 1932. Other trust institutions in Massachusetts 
also showed substantial gains in these periods. 10 

Trust institutions in Illinois showed a net increase of trust 
business for 1931 and 1932 of $158,000,000. 11 

For the year ending June 30, 1930, the number of individual 
trusts administered by national banks showed a 20 per cent 
increase, and total personal trust assets increased 5.5 per cent. 
The figures for the fiscal year 1931, showed a 15.8 per cent 
increase in the number of individual trusts and a 17.2 per cent 
increase in total trust assets. In 1932 there was an increase in 
the number of individual trusts but a decrease in trust assets. 
There was a substantial gain in the personal trust business of 
national banks for 1933, both in the number of individual trusts 
and their aggregate value. 12 

The Rule of Keeping Investments Separate. — Until 
recent years trust institution administration followed the practice 
customary throughout their history. The rule has been that the 
investments of individual trusts should be kept separate and 
distinct. “Trustees ought not to mix trust money with other 
moneys, — for this would be to complicate the trust with the 
rights of strangers; — Trustees should not ordinarily mingle funds 
of different trusts in one investment, even though the different 
trusts were established by the same will.” 13 This has been the 
common law rule for ages, and it has been confirmed by statute 
in most states. 

The Small Trust Problem. — The investment and super- 
vision of large sums of personal trust funds which are repre- 
sented by separate and distinct accounts is exceedingly difficult 
under the theory that individual trusts must be kept separate, 
without commingling of assets. This is especially true with 
respect to small and medium-sized accounts. There are inherent 
problems in the administration of small trust funds. 14 A small 
trust cannot possibly be given the benefit of spreading the risk 
over many investments comparable to a large estate. 15 Further, 
small trusts are generally unprofitable. Practically the same 
records, supervision and reviews are required for a trust of 

10 Trust Companies , Vol. 56 (March 1933), pp. 391-2. 

11 Ibid., p. 394. 

12 Reports of the Comptroller of the Currency; supra , Table II. 

13 Perry on Trusts ; 7th ed. (1929), Sec. 463. 

14 Perkins, James H., “Broadening the Scope of Trust Protection,” 
Trust Companies , Vol. 51 (Oct. 1930), p. 429. 

15 Barclay, George C., “Co-Mingled Funds for Efficient Investment,” 
Proceedings Ninth Regional Trust Conference, Oct. 1931, p. 51. 
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$15,000 as for one of $150,000, while there is a wide differential 
in fees. Although small trusts make their contribution to over- 
head costs, a disproportionately large number of such accounts 
increases overhead expenses faster than this contribution. 16 
Because of these conditions it is frequently asserted that small 
trusts do not receive the careful investment attention they 
should, or that they are conservatively invested in mortgages, 
government bonds, or other high grade bonds which yield a 
comparatively low rate of interest. 17 Consequently it is the bene- 
ficiaries of small trusts who do not receive the full benefits of 
trust institution investment management. 18 

Rise of the Commingled Fund Idea.— In an attempt to find 
a solution to the small trust problem as well as to a number of 
other complicated problems of modern trust institution investing, 
the idea of the commingled fund came into being. 19 In addition 
to the problems enumerated above, three developments of the 
past few years have served to foster this idea: 20 the increasing 
contact between banks and life insurance companies, the bull 
market, and the rise of the investment trust. Through the life 
insurance trust, the banker has learned the advantages of the 
pooling of investment funds ; the bull market served to familiarize 
the public with listed securities of all types — it gave trust cus- 
tomers, whose horizon had been confined to mortgages and local 
securities, new conceptions of the scope of investment authority 
possible in trust agreements; while the investment trust made 
possible the purchase of a wide range of securities never before 
made available to the average small investor. 

Brief History. — Although the commingled plan is only a 
few years old, there seems to be a nation-wide interest in the 
matter and it is fast growing in popularity among leading banks 
and trust companies. 21 To the writer’s knowledge, the first 
mingled fund was evolved in March, 1929. 22 In 1931 there were 


16 Clifford, Edward L., “Commingled Trust Funds,” Harvard Business 
Review, Vol. 11 (Jan. 1933), p. 253. 

17 Perkins, op. cit. 

8 Barclay, op. cit Clifford, op. cit.; Perkins, op. cit. These are the 
theoretical arguments in the case; but no data are given on these points. 
ru ^ ee c •, £., Trust Companies in the United States, (1928), 

* I-.* J * . mith, Maclin, F., ‘Commingled Trust Funds as a New Advance 
In FoaV c !w 7 Servl S e > Trust Companies , Vol. 54 (May 1932), p. 593. 

McWhmney, Leroy, “Extending to Trusts the Principle of Mingled 
Investments, Proceedings Twelfth Mid-Winter Trust Conference, Feb. 
r- vl' i Hutchens, H. King, “The Uniform Trust Plan,” Proceedings 
E%g ™h Region a l Trust Conference, Aug. 1930, p. 77. 

McWhmney, op. cit. 

"This was the City Bank Fanners Trust Company’s Uniform Trust 
Irian A. Apparently it was not intended for trust estates. 
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approximately fourteen such funds in operation by seven dif- 
ferent. institutions . 23 The principal trust companies actually 
operating commingled funds are the Equitable Trust Company 
of Wilmington, Delaware; in New York, the City Bank Farmers 
Trust Company, the Irving Trust Company, the Guaranty Trust 
Company, and the Brooklyn Trust Company; in Boston, the Old 
Colony Trust Company; in St. Paul, the First Trust Company; 
and in California, the Bank of America. Somewhat similar com- 
mingled funds, confined solely to mortgages, are in operation in a 
number of states— Pennsylvania, Ohio, Michigan, Oklahoma and 
probably others. In addition, there are many related plans for 
prorating participation in individual mortgages, a highly efficient 
arrangement now authorized by law in some states . 24 

Commingled Trust Fund Plan. — The fundamental prin- 
ciples of commingling are simple. Under such a plan the funds of 
various individual trusts are transferred to a common fund which 
is invested and administered as a unit . 25 The fund has no sepa- 
rate legal status but each participating trust immediately owns 
a share in each of the different securities in which the fund is 
invested. “The trustee is given full discretion with regard to 
the investment of the trust property and is further authorized, 
in its judgment, to mingle the trust property with the funds of 
other trusts .” 26 In general, commingling is modelled on the 
same principles as those whereby the reserves of insurance com- 
panies are placed in a joint fund. The assets of this fund “are 
invested in a wide variety of securities in which each partici- 
pating trust has an exact proportionate interest .” 27 

Participation in the mingled fund may be represented through 
stock ownership, or by some form of certificate of beneficial 
interest, or by bookkeeping entries alone which furnish the evi- 
dence of such participation . 28 The certificates of participation 
are non-negotiable and non-assignable except to the trust institu- 
tion as trustee . 29 


23 Barclay, op. cit. 

24 See Knowles, Ralph W., ‘Tooling of Mortgages for Trust Invest- 
ments,” Trust Companies , Vol. 46 (May 1928), p. 631; Wilson, Wm. A., 
“Advantages and Disadvantages of Mortgage Pool for Trust Investments,” 
Trust Companies , Vol. 54 (June 1932), p. 705; McWhinney, op. cit.; 
“Investment for Trust Funds — Is Real Estate Mortgage Pool Plan Correct 
in Principle?,” United States Investor , June 29, 1929, p. 1. 

25 McWhinney, op. cit.; Smith, Maclin F., op. cit.; Clifford, op cit. 

26 Perkins, op. cit., in discussing the Plan of Uniform Trusts of City 
Bank Farmers Trust Company. 

27 Barclay, op. cit. 

28 Clifford, op. cit.; Barclay, op. cit., p. 57; Smith, Maclin F., op. cit . 

29 Ibid. ' 
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The legal status of each participating trust in the composite 
fund is kept separate from that of all the others. "There is no 
mingling of trusts, but rather of the assets of the trusts, and 
these are united for investment only. . . . The individual trust 
retains its own identity just as do individuals participating in an 
investment pool .” 30 

Units are assigned to each participant based on the value of 
the fund on the day of the mingling . 31 Books are kept to show 
the exact proportionate interest of each trust in each security 
of the fund. Generally definite valuation dates are set at which 
time the entire fund is valued. On these dates new participations 
or withdrawals are made. These additions or withdrawals are 
made at the unit value as of that date. The unit value is derived 
by dividing the total value of the fund by the total number of 
outstanding units . 32 

Adequate records are also kept to reflect the income and 
profits of each trust. Distributable income is calculated by figur- 
ing all interest and income payable in definite fixed amounts on 
an accrual basis. The period of calculation is the time since 
the last valuation date. All other income is calculated on the 
basis of acted receipt. From the total income is deducted the 
cost of operating the fund plus any necessary adjustments in 
interest or other income. Each trust is then credited with its 
share of the net income, which is determined according to the 
ratio of units in each trust to the total number of units of partici- 
pation in the fund . 33 

Types of Commingled Funds. — There are two broad general 
classes of commingled funds. The first general class of com- 
posite funds was devised for a large group of investors who 
realized the difficulties of inaugurating and carrying on an invest- 
ment program of their own. In general, this group consists of 
those who are distrustful of their own judgment or who lack 
the time necessary for this work. Consequently the trust insti- 
tution is . being called upon to an increasing degree to act as 
agent or investment manager. “In other words, trust companies 
are in many cases receiving fees, not so much as trustee, but as 
investment analyst or counselor . 34 


30 Barclay, op. cit v p. 51. 
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the C^MWM d FlfnH ’> f°r New Trust Business in Operation of 

me Co Mingled Fund, Trust Companies, Vol. 55 (Sept. 1932), p. 291. 
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To serve this type of business a general class of mingled 
funds was devised which “is intended for the management under 
trust company supervision of the property of individuals during 
their lives, usually through a fully revocable separate trust instru- 
ment or participation in a large trust fund /" 35 This general 
class of mingled funds comprises the City Bank Farmers Trust 
Company's plans of Uniform Trust A and B, Irving Investors 
Management Funds A and B, Brooklyn Trust Company's Com- 
posite Fund, the Old Colony Trust Company's Agency Fund 
and the Equitable Trust Company's Fund A . 36 

A second general class of mingled funds has been created in 
which the normal type of trusts, namely, testamentary, living, 
and life insurance, may participate. “Funds of this nature are 
Fund A of the Equitable Trust Company of Wilmington, Dela- 
ware, The Guaranty Trust Company of New York Fiduciary 
Fund Corporation and the City Bank Farmers Trust Company's 
City Farmers Fund (C), Inc., all of which contemplate a gen- 
eral investment policy; Fund B of the Equitable Trust Company 
of Wilmington, which is limited to legals; the new Trust Plan A 
of the First Trust Company of St. Paul, which is confined to 
bonds, though not necessarily legals ; and the Irving Investors 
Fund C, Inc., and the Old Colony Trust Company of Boston’s 
Stock Fund, both of which are limited to common stocks ." 37 

Various forms of commingled funds exist which may differ 
widely according to the investment policy of each particular fund 
or to the local legal situation in each state. While no two are 
identical, they all have similar characteristics and operate under 
one of the following methods. 

The Investment Trust Plan. — The straight investment 
trust plan is adapted for use by living persons who may turn over 
cash to a trust company for investment, and permit the trustee 
to mingle their funds with the funds of other similar trusts . 38 
This plan “may be accomplished by investing the fund in the 
shares of ordinary investment trusts, or by patronizing a cen- 
trally held investment trust designed particularly for the use of 
fiduciaries," or it may be effected “through an investment trust 
operated by the trust company for the use of its own trusts ." 39 
Such a plan may enable one to gain the advantages of trust 

35 Barclay, George C., “Valuable Experience with Commingled Funds 
for Trust Estates,” Trust Companies, Vol. 56 (Feb. 1953), p 183. 

36 Ibid. 

37 Ibid. 

38 Peter, Julius C., “Co-Mingled Trust Funds — An Analysis.” Pro- 
ceedings Seventh Mid-Continent Trust Conference f Sept. 1931, p. 36. 

39 McWhinney, op. cit. 
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company investment management. However, it is merely an 
investment counselor scheme and “is not suited for use by 
estates, and does not solve the problem of how to mingle funds 
belonging to testamentary trusts .” 40 

The Pool Plan. — This is a plan whereby there is a pooling 
of trust assets. The mingled fund is managed by a common 
trustee for all the participating trusts alike. By this arrange- 
ment, a trustee, named by different instruments, may handle as 
a group the funds of many trusts no matter how they may have 
been created. The plan operates under the theory that each 
trust participating immediately owns outright a proportional 
interest in each security in which the fund is invested. The 
participating trusts receive as evidence of ownership a certificate 
of beneficial interest, or the interests of the various trusts are 
properly set forth on the books of the trustee. According to 
these representations each trust is entitled to its proportion of 
all income, profits, and losses . 41 

Since the trustee must follow directions in the instrument, 
trusts participating in the pool must be substantially uniform to 
permit such mingling of their funds with any degree of success. 
The difficulty may be met to a considerable extent by trust com- 
panies establishing several different types of funds. 

In the operation of this plan there are many complicated 
accounting problems in connection with periodic valuations, 
income calculations, new participations, withdrawals, income tax 
calculations, etc . 42 

The Uniform Trust Plan. — Under this plan an individual 
may create, with a trust company as trustee, a revocable living 
trust which provides that the trustee may, in its discretion, 
mingle his funds with any other similar trust and that the trustee 
is given full discretion with regard to the investment of the trust 
property . 43 Participation in the plan is limited to trusts created 
particularly for this fund which have uniform administration 
provisions . 44 The fund in this case is of no legal significance in 
itself. It is the aggregate of the assets of many different trusts, 
created under instruments which, though identical in form, are 
entirely independent of each other .” 45 “Under this plan the 

40 Peter, ,op. cit. 

41 For a discussion of The Pool Plan see Peter, op. cit ; Smith, Maclin 
b., op. at.; Ward, op. cit., p. 289. 
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common trustee executes a declaration of trust under which it 
declares that it holds the general fund in trust for the pro rata 
benefit of the various participants /' 46 

“When the funds of a new uniform trust are added to the 
mingled fund, this new trust in effect purchases a participating 
interest in all the securities then held in the mingled fund and 
each trust already in the mingled fund sells a proportion of its 
interest in each security to the incoming trust. The cost to each 
trust of its participating interest in the securities is determined 
by the value of the securities at the time the trust is added to 
the mingled fund so that when a later trust is added all the 
trusts already interested in the mingled fund realize a profit or 
loss upon the participating interests then sold. 

“A converse situation arises when a trust is withdrawn from 
the mingled fund, for at that time each trust remaining in the 
fund purchases from the outgoing trust a participation in the 
latter's interest in all the securities. Accurate records have been 
developed to reflect the income and profits of the uniform trusts 
in accordance with the above principles ." 47 The complicated 
accounting problems met with in The Pool Plan are also involved 
in the uniform trust plan . 48 

The Corporate Plan. — Under this plan the trust company 
forms a corporation; the commingled funds are incorporated as 
a separate legal entity . 49 The securities of the corporation can 
be owned only by the trust institution when it is acting in a 
trust capacity . 50 Accordingly the corporation “sells shares of 
stock or units of a share of stock and an income bond to itself 
in its fiduciary capacity ." 51 Trusts participating in this plan 
must grant not only broad investment powers but are required 
to have a clause specifically stating that the trust company has 
authority to invest in this fund . 52 The participating trusts are 
in reality stockholders in the incorporated fund . 53 Under this 
plan investment in commingled funds is similar to the holding 
of securities of a business corporation. 

“In a corporation, it is the entity which makes all sales and 

46 Smith, Maclin F., op. cit ., p. 595. He doubts that this serves any real 
purpose as common trustee is limited to powers granted in the trust 
instrument. 

47 Perkins, op. cit., p. 430; Smith, Maclin F., ,op. cit. 

48 Clifford, op. cit.; Smith, Maclin F., op. cit.; Ward, op. cit. 

49 Smith, Maclin F., op. cit., p. 596. 

50 Perkins, op cit., p. 431. 

51 Ward, op. cit, p. 289. 

52 Barclay, George C., “Commingled Funds for Efficient Investment,” 
Proceedings Ninth Regional Trust Conference, Oct. 1931, p. 55. 
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purchases, takes all profits and losses, pays all expenses, etc. Its 
books are kept like those of any corporation . 54 It is a most 
satisfactory method of handling the complicated mechanical and 
accounting problems of commingled funds . 55 

Under the corporate form, reserves for contingencies or 
against future depreciation in the principal value of the fund 
are set up without the usual complications, such as the rights of 
the life tenant or remainderman or without violation of the 
statutes against perpetuities and restrictions on alienation and 
without violation of the statute of accumulations . 50 

A Commingled Fund Plan Is Suggested for Insurance 
Trusts. — A particularly interesting phase of the commingling 
idea is the novel suggestion that trust companies, interested in 
insurance trusts, “have authority conferred upon them by insur- 
ance trust agreements, under which they act, to deposit the pro- 
ceeds of the insurance in a commingled fund to be invested by 
all of such trust companies jointly .” 57 This method has been 
suggested to meet the criticisms directed against the current 
methods of handling funds under the insurance trust. Under 
the ordinary insurance trust, the trustee collects the proceeds of 
the insurance, and invests in specific securities, held for the 
particular trust and dissociated from the investments belonging 
to the other estates. Consequently the suspension of interest, or 
depreciation of principal, falls on the particular trust. Under 
the new procedure, “any loss of income by reason of the sus- 
pension of payment of interest on a security held in the fund, or 
any loss on the sale of a security is borne by all the persons 
interested in the commingled fund.” Through the selection of 
the highest grade securities covering a wide field, the possibility 
of loss is minimized and a greater degree of diversification is 
obtained . 58 

Advantages of Commingled Fund Plan — Diversification 
and Sound Management Feature. — Under the constantly 
changing conditions of the present day, the commingling plan is 
especially significant. Successful trust management today 
requires constant vigilance and keen attention to economic 
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developments that affect each security. It is no longer possible 
to buy a group of bonds, put them away in a vault, and forget 
them for long periods. They should be sold and the proceeds 
invested in other securities which can be purchased on a basis 
closer to their real value as indicated by the trend of business, 
money rates, etc. Such a policy the commingled plan attempts 
to put into effect, and through its ability to choose from a wide 
field it may offer a well-diversified investment policy. The com- 
posite fund may have in its portfolio, at the same time, for 
example, mortgages, some long and short term bonds, and pre- 
ferred and common stocks, the emphasis upon each group 
shifting as the occasion demands. Not only may the fund be 
diversified among different types of securities but among different 
industries and among different companies in the same industry. 
As the securities fluctuate in value the worth of the trusts also 
fluctuates, but in the commingled fund each trust will have such 
a minor ownership that a loss in any single one will be negligible. 
In a period of severe decline in securities, when even the highest 
grade bonds may be weakened, it is inevitable that the whole 
portfolio will depreciate somewhat. Yet, this is far better than 
the loss resulting to individual trusts which are invested in a 
relatively few securities or are less well supervised. Such prin- 
ciples cannot be applied to small individual trusts ; but through a 
composite fund, where the risk is widely spread, it is possible to 
give the smallest trust the advantages of diversification and full 
supervision . 59 

Plan Is Applicable to Any Investment Policy. — The 
commingled fund idea is highly flexible so that it may be adapted 
to any investment policy. If conditions in one community differ 
from those in some other area whereby a different policy is 
required a type of mingled fund may be set up to fit the circum- 
stances. Again, if there are differences of opinion as to invest- 
ment policy among different institutions a mingled fund plan can 
be chosen which is adaptable to the particular requirements. As 
illustrative of these points we have at the present time some 
seven or eight institutions using at least fourteen different types 
of commingled funds. There are wide differences in both the 
form and purpose of these funds. Some funds are intended to be 
suitable as investment management trusts and estate building 

69 Barclay, George C., “Valuable Experience with Commingled Funds 
for Trust Estates/* Trust Companies , Vol. 56 (Feb. 1933), p. 18-1; Barclay, 
George C., “Comingled Funds for Efficient Investment/ 5 Proceedings Ninth 
Regional Trust Conference , Oct. 1931, p. 52; Ward, op. cit.; Hutchens, 
op. cit.; Perkins, op. cit.; Smith, Maclin F., op. cit.; Clifford, op. cit.; 
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trusts. Others are designed to be participated in by the normal 
type of trusts. The funds in some cases are restricted to common 
stocks; others are limited entirely to legals; while still others 
permit the widest variety of investments in the sound discretion 
of the trustee. There have also been developed different types 
of commingled fund plans to meet certain legal and technical 
difficulties as well as investment problems . 60 

Increased Facility and Efficiency in Reviewing Ac- 
counts. — Under the commingled fund the number of accounts 
to be reviewed would be reduced. It is an exceedingly difficult 
task to give proper attention to and make frequent reviews of 
several thousand or even a few hundred accounts. Certainly 
in the administration of a composite of many trusts the invest- 
ment work would be more substantial. Further, there are some 
compulsory factors in the case. The additions or withdrawals of 
funds coupled with the necessity for valuing the composite 
account at certain times requires that attention be given the 
investments. Not only would there be fewer accounts to super- 
vise but probably a commingled fund would require fewer dif- 
ferent securities than the aggregate listed for all the individual 
accounts. Thus there would be fewer securities and corporations 
to follow through changing conditions and business develop- 
ments. If review work is facilitated by the mingled fund an 
additional advantage arises in that the trusts not participating 
may also be reviewed more frequently . 61 

Requires Change in Investments Received From Tes- 
tator. — When trusts are established trustees are usually given 
the right to retain the investments received in trust. Under these 
conditions there is considerable temptation to hold the original 
investments rather than sell and face the involved economic and 
legal problems to be met in making the change. But when the 
power is given to commingle, the trustee is authorized to make 
the change as is expedient, in order to invest in the commingled 
fund . 62 

# Eliminates Discrimination. — Frequently discrimination 
arises when a security is held in many different trusts and is 
sold out of these accounts at different times, or in a fluctuating 
market, or specifically out of each trust. Under these conditions 
it is most difficult to prevent better prices accruing to one trust 
than to another. Even alphabetical or mechanical position in the 
records may bring about a price differential. If market condi- 

60 Ibid. 

61 Ibid. 
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tions are such that only a proportion of the security may be dis- 
posed of the situation again arises. The problem is apt to arise 
where there are co-trustees, for consent cannot be secured with 
the same promptness from each one. A commingled fund avoids 
these discriminations . 63 

Surmounts Co-Trustee Problem. — Various problems arise 
where different accounts are administered by both a trust insti- 
tution and one or more co-trustees. In practically all matters no 
action can be taken without the consent of each trustee. Thus 
if a co-trustee is away or dilatory the trust institution is delayed 
or prevented from action, regardless of the situation or the 
consequences to the beneficiaries. In the case of the commingled 
fund, however, as they are commonly set up, once the co-trustee 
consents to the investment in the mingled fund the trust insti- 
tution has full control of the investments . 64 

Other Advantages. — Additional advantages frequently 
stressed are the following: prompt investment of odd amounts 
at a fair rate of interest; ease in liquidation of small investments 
of the individual trusts; reduction of expense of handling small 
trusts; minimizing of administrative work; saving in expense to 
the trust company; the development of a more uniform trust 
portfolio . 65 

Problems and Difficulties of Commingling — Establish- 
ing a Commingled Fund. — The inauguration of a commingled 
fund is beset with many problems. Such a plan is not adaptable 
to all trusts ; there will always be many trusts which should be 
administered individually. It is neither possible nor desirable to 
make all trusts conform to a uniform investment plan. Further, 
many creators of trusts do not favor any commingled fund plan ; 
others prefer to retain at least some control over the investments. 
Thus, they object to the plan on the ground that it requires giving 
up all investment powers to the trust institution. Since the com- 
mingled plan appears to resemble an investment trust, many 
people refuse to sanction its use for the investment of their 
funds. In some cases beneficiaries do not favor the trust holding 
an undivided interest with others ; they prefer to have the invest- 
ments owned outright . 66 


63 Barclay, George C., “Co-Mingled Funds for Efficient Investment,” 
Proceedings Ninth Regional Trust Conference , Oct. 1931, p. 52. 

6 *Ibid. Some trust officials hold that the commingled trust cannot be 
used in co-trusteeship accounts. 

65 McWhinney, op. cit ., p. 107. 
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Formulating an Investment Policy. — In operating the 
plan the problem immediately arises as to a suitable investment 
policy for all the participating trusts. Certainly no uniform policy 
can be followed because under existing conditions no two trusts 
participating in the fund are wholly identical. However, since 
very few trust institutions attempt to administer a commingled 
fund unless specific and express authority to do so is contained 
in the instruments creating the various participating trusts, this 
question may not be highly significant. The participant must 
recognize this situation if he understands the nature of such a 
trust. Even so, there are still vast differences among the par- 
ticipating trusts regarding the needs, requirements, and position 
of the beneficiaries. Hence, the problem arises of formulating 
an investment policy that will be adequate for all trusts . 67 

Not Adaptable to All Existing Trusts. — A commingled 
fund plan is not suitable for a considerable proportion of exist- 
ing trusts. The majority of these trusts do not authorize the 
commingling of their funds. Without such authorization it is 
impracticable or even dangerous for a trustee to mingle funds 
for investment purposes. The commingled fund should only be 
used for trusts which have granted this power to the trustee or 
which may hereafter grant such authority by amendment of the 
trust agreement . 68 

Due to the differences in investment powers granted by vari- 
ous trust instruments it would be impossible for a trust institution 
to combine all of its trusts into a commingled fund. For example, 
if the instrument specified investment in bonds of a certain type, 
or other specifically designated security, such trust funds could 
not be mingled if the composite unit contained any investment 
outside the list. Trusts which designate stock dividends or sub- 
scription rights as capital cannot be mingled with those which 
treat them as income. These and many other provisions com- 
monly found in trust instruments are typical bases for differentia- 
tion, thus making it impracticable to apply the plan to a majority 
of those trusts already in existence. But as a practical matter, 
the volume of assets involved in trusts containing similar broad 
authority to invest in bonds, mortgages, and other proper invest- 
ments is ample for the operation of a mingled fund, provided 
express authorization is given the trustee to mingle these funds . 69 

New Participations, Withdrawals and Redemptions. — 
The smooth operation of the unincorporated commingeld fund 

67 McWhinney^ op. cit; Clifford, op. tit; Peter, op. tit . 
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plan is interrupted by the fact that each participating trust owns 
a share in each of the different securities in which the fund is 
invested. As each new trust is admitted to participation it 
receives a fractional interest in the securities. This necessitates 
an almost perpetual process of purchasing and selling as between 
the different trusts unless definite mingling dates are established . 70 
Undoubtedly definite mingling dates are established in most 
cases, to overcome this difficulty. 

Withdrawals and redemptions may also complicate the 
machinery. When withdrawals are made there is necessary a 
certain liquidation of quick assets in order to provide the funds 
to pay the withdrawing party. Normally this factor may be of 
minor importance as incoming funds will be ample to care for 
redemption. However, in times of stress, or depression, or 
when a lack of confidence becomes evident the situation might 
become acute . 71 

This problem may be surmounted by proper management 
methods. If there are a large number of revocable trusts a 
greater degree of liquidity must be maintained. The whole ques- 
tion is largely one of managing the investment account so as to 
provide funds to meet all requirements as they arise . 72 

The Tax Situation. — With respect to taxation, there is 
considerable uncertainty surrounding commingled funds. This 
question may be significant at the present time in view of the 
search by governments to find additional sources of revenue. The 
uncertainty is apt to remain for some time as there has been no 
tax decision pertaining to mingled funds. 

A recent ruling of the Bureau of Internal Revenue has made 
clear the status of the trust form of commingled fund. The 
Bureau ruled that the income received by the trustee of the 
commingled fund would not be taxable to trustee or taxed at 
the rates applied to corporations. The income from such a fund 
is taxable only to the ultimate beneficiaries as if received directly 
by the participating trusts and without intervention of the com- 
mingled fund. 

In the case of the corporate form the tax situation is not 
clear. Normally where a corporation is formed for the mingling 
of trust funds, the income of the fund is taxed to the corporation 
at the corporation income tax rate and to the individual trusts as 
dividends . 73 There are also other taxes connected with the cor- 

70 Perkins, op. cit .; Smith, Maclin F., op. cit. 
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poration such as state franchise taxes, share taxes, etc. One 
writer states that “the tax problem was essentially solved by 
issuing debenture income bonds as well as stock .” 74 Since the 
interest on the income bonds is deductible for the gross income 
of the corporation in calculating the federal corporate income 
tax, the bulk of the income is non-taxable. 

Although this procedure seems technically to solve the prob- 
lem, it has not been ruled upon. Thus, it is possible that the 
government may rule that it is a mere tax subterfuge and dis- 
allow the practice. If so, there will be the additional corporation 
income tax to pay. If the practice holds, the corporate form is, 
in some jurisdictions, a highly satisfactory plan. 

Clerical Labor and Expense . 75 — The factor of clerical labor 
and expense is an important aspect of the commingled fund 
problem. One of the basic purposes of this plan is to make 
medium-sized and small accounts more profitable and to lower 
the cost of administration. If this is not accomplished its mission 
is decidedly weakened. 

In many respects clerical labor and expense are reduced. 
For instance, the plan reduces the labor involved in making 
reviews of accounts and in keeping books as regards income and 
purchases and sales. Some clerical work will be the same. The 
labor and problems involved in accounting for income for tax 
purposes, however, will be greatly increased. When full con- 
sideration is given to the factors “it would appear that clerical 
labor is greatly increased when the commingled fund is set up 
under a declaration of trust .” 76 

The situation is considerably different where the commingled 
fund is incorporated. Here, corporate records are kept which 
make the whole accounting procedure different from that used 
for trusts. The corporate form simplifies the accounting for tax 
purposes. Under this plan the individual trusts receive only one 
class of income, that from debenture income bonds. Therefore 
it does not have to be analyzed as between the various classes 
of taxable and non-taxable income . 77 
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Edward L. Clifford 78 asked five banks which operate com- 
mingled funds for their opinion regarding the effect of com- 
mingling upon clerical expense. “Of the five banks replying, 
two stated that clerical expense was not decreased andj:hree that 
it was decreased. Of the two answering in the negative, one 
uses the corporate form and one the trust; of those replying in 
the affirmative, two use the trust form and the third has both. 
The bank having both forms stated that, in the case of the 
incorporated fund, clerical expense was reduced considerably; 
they stated that, in the case of the trust, there was Considerable 
bookkeeping' but that this expense did not increase materially 
as the fund grew. Both of the banks replying in the negative 
operate comparatively small funds, whereas two of those reply- 
ing in the affirmative have very large funds. Again, one of the 
two banks in which clerical expense was not reduced stated that 
they did not believe that it could be reduced even in very large 
funds ; the other bank, which used the corporate form, believed 
that a reduction would take place in funds of over $5,000,000.” 

In general this evidence “seems to show that clerical expense 
either has been reduced or could be reduced, provided that 
sufficient size was obtained.” A number of banks, however, have 
not adopted the plan “because they felt that expenses would be 
increased.” 79 Mr. Clifford concludes that a reduction in clerical 
labor and expense would come primarily from a special account- 
ing system rather than from commingling. 80 

Experience With the Commingled Fund Plan. — Some 
evidence as to public reaction to the commingled fund plan is 
available from the experience of three trust companies. 81 Infor- 
mation furnished by the Equitable Trust Company of Wilming- 
ton, Delaware, shows that its “Fund A” contains 23 per cent of 
common stocks, and 32 per cent of preferred stocks, the re- 
mainder consisting of corporate bonds, municipal bonds, and 
real estate mortgages. 82 Eighty-eight per cent of the unfunded 

78 Clifford, op. cit. 

79 Ibid. 

B0 Ibid. 

81 The experience of the Brooklyn Trust Company in operating its 
“Composite Fund" for the period May 1929 to Jan. 1931, is described in 
Trust Companies , Jan. 1931, p. 31. The fund had shown a steady growth, 
increasing from 4,508 units on May 31, 1929, to 122,995 units on Jan. 1, 
1931. Liquidating value of the units was $87.09 Dec. 31, 1930, compared 
with $99.79 Jan. 1, 1930, a depreciation of 12.7 per cent. The fund showed 
a substantial yield, averaging over 5.50 per cent. The composition of the 
fund as of Dec. 31, 1930, was as follows: bonds and notes, 23.31%; 
preferred stocks, 40.62% ; common stocks, 27.39% ; mortgages, 8.64% ; 
cash and loans, 0.04%. 

82 Ward, op. cit., p. 290. 
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insurance trusts created with the Equitable Trust since July 1, 
1930, specifically authorize investment in “Fund A” ; 82 per cent 
of all other trusts under agreement, established in the same 
period, likewise authorize investment in this fund. Of all the 
wills naming the Equitable Trust as sole trustee, written or 
amended since July 1, 1930, 74 per cent specifically authorized 
participation in “Fund A.” 83 

The City Bank Farmers Trust Company's Fund C, a cor- 
poration, has issued both debenture income bonds and stocks. 
Participations in this fund since May 1, 1930, are as follows: 
1.3 per cent of the living trusts created in 1930 authorized the 
fund; in 1931, the proportion rose to 19 per cent; in 1932, how- 
ever, the ratio dropped a little because the company accepted 
fewer small trusts than heretofore. The proportion of new life 
insurance trusts authorizing the trust were 13 per cent in 1930, 
48 per cent in 1931 and 55 per cent in 1932. Data regarding 
wills are not available. 84 

As yet there is only meager information concerning the yield 
and investment experience of mingled funds. However, the City 
Bank and Farmers Trust Company has published some signifi- 
cant information. It has worked out an index as a check on the 
management of Fund C on a declining market. According to 
this Company the index represents “a weighted average of cash, 
bonds and common stocks, representing respectively 35 per cent, 
50 per cent, and 15 per cent of the total starting index. On the 
basis of 100 on May 1, 1930, this index fell 34j4 per cent to 
June 1, 1932, and 24.7 per cent as of today. Our Fund C suf- 
fered a maximum depreciation on June 1, 1932, of 32J4 per cent. 
The present day depreciation is about 24 per cent. Another 
mingled fund had a maximum drop last summer, in slightly less 
than two years, of 51j4 per cent and at the present time of 
41 per cent. This particular fund has always held a much 
larger proportion of preferred and common stocks than ours. 
For still another the figures are 31 per cent last summer and 
19 per cent now." 85 

As to yield, the same Company states that they have “figures 
showing that the original yield of most funds was about 5 per 
cent, that the original participants are now receiving about 4 per 
cent on their investments, while the yield on present values varies 


83 Ward, op. tit,, p, 292. Ward says that “when you consider these 
figures, bear in mind that we have never pushed these funds.” 

84 Barclay, George C., “Valuable Experience with Commingled Funds 
for Trust Estates,” Trust Companies , Vol. 56 (Feb. 1933), p. 186. 

85 Ibid , p. 187. 
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from per cent to per cent. This wide discrepancy is due 
to variations of investment policy between different funds.” 86 

A Study of Individual Trusts. — The principal advantage 
emphasized for the commingled fund plan is that it will be 
highly beneficial for small and medium sized trusts. Where these 
trusts are administered individually it is claimed they cannot be 
adequately diversified or supervised. Consequently it is alleged 
that the investment accomplishment for small and medium sized 
trusts is less satisfactory than for larger trusts. In this connec- 
tion, what has been the results of trust institution administration 
of individual trusts? 

This is shown in a study of 196 testamentary trusts from 
five cities. 87 There were forty-six trusts of less than $25,000 in 
size and fifty trusts varying from $25,000 to $75,000, or a total 
of eighty-six comparatively small sized trusts. The remaining 
110 trusts were larger than $75,000 in size. The study shows no 
striking differences in the distribution of investments for the 
different groups of trusts regardless of size. The distribution of 
investments according to stocks, bonds, real estate obligations, 
etc., and according to fields — governmental, railroad, utility, 
industrial, real estate — were approximately the same for the 
various groups. There were six groups of trusts arranged 
according to size. 

There was considerable difference in the number of items 
contained in the trusts under $75,000 in size compared with those 
above this figure. 88 The average number of items in the port- 
folios of the 196 trusts in the last year for which data were 
available was approximately twenty-six. For the eighty-six trusts 
under $75,000 in size the average was approximately sixteen. 
The thirty-six trusts containing less than $25,000 averaged 
thirteen items. While the data show that in general, risks were 
less widely distributed in the small trusts than in the relatively 
large ones, it is doubtful if this difference could be measured in 
investment results. 

The income return for the eighty-six trusts under $75,000 
averaged approximately the same as for the 110 trusts ranging 
above $75,000 in size. Each group averaged approximately 5.8 
per cent. 89 

Sixty-five out of eighty-six, or 75.6 per cent, of the trusts 


86 mu 


occ uia. xv, xvjl. 

88 See Ch. XII for full analysis of diversification of the 196 trusts. 

» See Ch. XIV for analysis of the income return for 190 trusts by 
groups according to size, etc. 
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below $75,000 showed a gain in principal, while only seventy- 
seven out of 110, or 70 per cent, of the trusts greater than $75,000 
had an increase in principal. The results for the trusts under 
$25,000, compared favorably with the other groups on this 
point. 90 

90 See Ch. XIV for data on the principal of the trusts. 



Chapter IV 

LEGAL ASPECTS OF TRUST INVESTING IN FIVE 
JURISDICTIONS— TRUST INSTRUMENTS 

T RUST investing at best is a difficult and perplexing 
problem. It is no small task for the trustee to invest trust 
funds in such a manner that they will be safe and yield 
the highest return, consistent with safety, to the beneficiary. 
Investment policies are constantly changing; the fields of safe, 
profitable investment are not clearly demarcated; and the con- 
stantly shifting economic sands make it impossible to use rule 
of thumb methods in carrying out any permanent investment 
policy. Indeed the problem has not been made less difficult by 
the legal rules and regulations that have been created by the 
various states, even though the law may endeavor to assure, so 
far as feasible, the independence of the trustee. Not only must 
the trustee in his selection of investments consider the economic 
factors involved but he must also consider the statutes and court 
decisions of the state in which the trust is operated. 

Legal Factors in the Selection of Investments. — The 
trustee is governed by three general factors in his choice of 
investments; first, by the instrument creating the trust; second, 
by the statutes of the state in which the trust is to be executed ; 
and third, by the interpretation of the law as set forth in the 
decisions of the courts of the state. If the instrument of trust 
prescribes the powers and duties to be exercised by the trustee 
with respect to investments, the trustee must follow the direc- 
tions and exercise the powers thus given. In the absence of 
such directions and powers, however, and commonly they are 
lacking, the trustee must invest the funds in accordance with the 
laws of the state in which the trust is being administered, or 
abide by the decisions of the courts of that state. In the event 
that there are no directions in the trust instrument, no statutory 
provisions or court decisions in relation to investments, the trus- 
tee is governed solely by sound discretion and good faith. 

There are marked differences in both statutes and court 
decisions in the various states regarding trust investments. How- 
ever, the discussion of the legal aspects of trust investing con- 
tained in this treatise is not intended to give a comprehensive 
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view of the subject, but merely to set forth the legal basis and 
rules for trust investing as exemplified by the law in New York, 
Massachusetts, Illinois, Ohio, and Missouri. In this Chapter we 
shall consider the role played by the trust instruments of the 196 
trusts representing five states. In the following chapters will be 
set forth the statutes and the body of court decisions of the five 
jurisdictions. 

The Trust Instrument. — In view of the fact that the 
creator of the trust has unlimited authority to direct how the 
trust fund may be invested, the duties of the trustee may be 
seriously affected or wholly controlled by the directions in the 
trust instrument. The creator’s power to prescribe how the fund 
shall be invested is not restricted by the various state statutes 
which have described more or less in detail what investments are 
'legal” for trust funds. The statutes of the state concerned 
generally set forth a list of trust investments which are intended 
to govern the trustee in situations for which the instrument does 
not otherwise provide. If the creator of a trust prescribes how 
investments shall be made, the trustee’s duties with respect to 
investment are to be ascertained from the interpretation of the 
instrument and not from the rules of law. 

Classes of Trust Instruments — Discretionary Trusts. — 
In general, the provisions of trust instruments may be classified 
into four categories. The first class comprises those instruments 
that give the trustee complete discretion, conferring on him sole 
authority and responsibility for retaining or selling the original 
investments, for changing investments and making subsequent 
investments, or for reinvesting. In this case the trustee only can 
choose, purchase or sell the investments. In this type of trust 
the trustee is not restricted to "legals” of the state or to any 
specified type of investment, but is governed only by sound dis- 
cretion and good faith. 

Legal Trusts. — Legal trusts are broadly of three types. 
First are those trusts whose instruments definitely restrict invest- 
ments to "legals” of that state. Second is the class of instru- 
ments which gives no instruction as to the type of investment to 
be selected. In the third type the instrument definitely limits 
the selection of investments to prescribed types. In such trusts 
most states hold that the investments must be confined to 
"legals.” Massachusetts holds, however, that such trusts give the 
trustee broad discretionary power. 

Consultative Trusts. — A consultative trust is one in which 
the trustee is empowered to select the investments but is 
restrained from acting until he has obtained the approval of a 
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designated person. The trustee must take the initiative in super- 
vising the assets and determining a course of action, but he must 
have his plans approved. The designated party cannot take over 
the management of the trust portfolio or direct the trustee to 
buy or sell investments. While the trustee may consider sug- 
gestions from such parties, he has the right to refuse to act on 
them. 

In such trusts a provision is commonly found granting the 
trustee the right to act in unusual situations without the consent 
of the designated party, if the trustee’s recommendations are not 
acted upon within a certain period. 

Direction Trusts. — The fourth type of trust is known as a 
direction trust. In such trusts not the trustee but another party 
who may be the grantor, some relative, banker, or other person, 
not a party to the trust, is given power over the trust principal 
regarding investments. This party has the management of the 
investments ; the trustee merely executes his orders. In following 
such instructions the trustee usually incurs no liability or respon- 
sibility for any losses. He should not, however, rely too greatly 
upon this policy. Complete indifference may not be good prac- 
tice ; there are instances in which the trustee should refuse to act. 

Provisions of 196 Trust Instruments From Five States. 
— It is difficult to classify trust instruments on the basis of their 
investment provisions for two reasons. First, they must be 
judged in the light of the law of the particular state. For 
instance, if a trust instrument is silent as to investments, New 
York requires the trust principal to be invested in “legals” while in 
Massachusetts the trustee would have full discretion. Second, 
the instrument may contain involved provisions concerning many 
aspects of investing, ranging from those allowing a limited num- 
ber of “legals” to those permitting a wide list of securities which 
virtually give the trustee discretionary powers. Of the 196 trusts 
analyzed in this study, 110 trust instruments gave the trust insti- 
tution sole discretion as to investments. Of this number Boston 
contributed forty-one; Cleveland, twenty-six; Chicago, nineteen; 
St. Louis, thirteen; and New York, ten. A typical example of 
such discretional powers is as follows : 


I give full power and authority to sell, lease, repair, convey, 
invest and reinvest (in real or personal property) to convert 
and reconvert with full power to vary securities as my trustee 
shall determine any property forming a part of said trust estate ; 
to receive, buy or otherwise acquire and invest in real estate 
and any interest in the same, bonds, debentures, shares of 
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stock, trust certificates, receipts of trustee, mortgages, promis- 
sory notes, bills of exchange, securities of United States Gov- 
ernment, or of any foreign government, or of any state, county 
or city, or of any public or private corporation and in any and 
all other forms of property, real, personal or mixed that are not 
known or may hereafter be devised, whether such property be 
beyond the jurisdiction of any court having charge of the trust 
estate and whether such property be such as courts of law have 
been want to sanction for the purpose of investment of trust 
funds. 

Another instrument granting full discretionary power reads : 

I give said trustee full authority to invest and reinvest as 
in its judgment it may deem proper. 

The remaining eighty-six instruments restricted the invest- 
ment powers of the trustee in some manner. Some prescribed 
that legal investments only should be made ; others gave specific 
directions as to the type of security which could be purchased ; a 
few gave the trustee broad investment powers but required the 
written consent of one or more interested parties before making 
the investment; while a number were silent as to investments. 

An example of a trust instrument which specified legals only 
is as follows: 

The trustee is empowered to sell any property — and to 
invest and reinvest the same or the proceeds thereof in securities 
authorized by the laws of the State of New York for the invest- 
ment of trust funds. 

Examples of trust instruments containing specific directions 
as to the types of investment permitted follow : 

My trustee shall invest such sum and keep same invested 
in such safe and productive securities as shall seem best and 
profitable, which securities or investments may be either or any 
of the following: First mortgage loans on real estate in the 
United States or territories thereof; bonds of any city, county 
or state or of the United States; national bank stocks, or stock 

of the Machine Company; or notes or debentures 

secured by pledge of any such, with safe margins, or may be 
registered first mortgage bonds of some railroad company or 
companies in the United States. 

My trustee is authorized to sell any real estate at such time 
and on such terms as it shall deem advisable, and may lease 
the same. To retain any of my securities and to invest any 
moneys in preferred stock of railroad corporations paying divi- 
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dends on their common stock and which shall have paid divi- 
dends for six years continuously prior to said investment; or 
in bonds of railroad corporations, or any other corporation 
secured by first mortgage on improved real estate. 

The following instrument gave the trustee rather broad invest- 
ment powers but required the written consent of the donor's wife 
to invest. 

I give full power to the trustee to retain as permanent 
investments of the trust any of the securities of which I may 
die possessed and with the consent of my wife in writing to 
invest any funds at any time on hand for investment in similar 
securities or in any other way or form. 

Trust Instruments of Each of the Five Jurisdictions. — 
Since there are considerable differences in the investment pro- 
visions of the trust instruments of the five jurisdictions a more 
detailed analysis of the 196 instruments according to the practice 
of the five states which they represent is in order. 

New York Trust Instruments. — In the examination of 
eighty trust instruments in the state of New York, it was found 
convenient to classify them into six groups. The first group, 
containing nineteen trusts, made no mention of investments, 
except that in four instruments a clause was inserted to allow 
the sale and transfer of real estate. The second group, compris- 
ing twelve accounts, said nothing about retaining investments 
received in trust, but prescribed the type of investment in which 
the trustee could invest : 

To invest in United States Bonds, or bonds of the several 
states, or in first mortgages, bonds, or capital stock of any rail- 
road company in the United States which at the time of invest- 
ing, has paid for five consecutive years immediately preceding, 
dividends upon its capital stock . . . and in bonds secured by 
mortgage on improved real estate in the Boroughs of Man- 
hattan, and the Bronx of the city of New York, which at. the 
time of investment shall not exceed 60 per cent of the appraised 
value of the property. 

The third group, fifteen trusts, specifically empowered the 
trust institutions to continue any investments which had been 
received in the inventory— all investments, however, to be in 
legals : 

To retain any and all property, or sell if they deem it 
advisable, and reinvest the proceeds in legals ; to sell, mortgage, 
or lease for a term of years all property real or personal 
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In the fourth group, seventeen trusts, trustees were author- 
ized to retain the grantor’s investments. The trustees were also 
given full discretionary power to invest and reinvest, but such 
powers were limited to types of investment set forth in the 
instrument : 

To invest and reinvest in bonds secured by first mortgage 
upon real estate wheresoever situated, and whether such bonds 
are executed by individuals or corporations within or outside 
New York State, and to retain property or any part of it in 
such investments as they may find it invested in at the time of 
my death. 

The terms of the trusts comprising the fifth group of six 
accounts clearly authorized the trustee to retain as investments 
any of the securities of which the grantor may die possessed. 
These accounts gave broad investment powers to the trustee on 
condition that the investments be approved in writing by some 
interested party such as the testator’s wife or the person entitled 
to the income : 

The trustee is authorized to keep my personal estate in 
such investments as it may be in at the time of my decease, and 
to sell, call in, change, invest and reinvest all such securities 
and investments whenever and as often as it may deem neces- 
sary, and to make investments and reinvestments of trust 
moneys in such other securities besides those recognized by 
law, as it may think proper and which shall be approved in 
writing by the person or persons entitled at the time to the 
income of the trust estate, and if made with such approval, the 
trustee shall not be responsible for any loss resulting from the 
making of such investments. 

In the last group, composed of eleven trusts, the trustee was 
given power to hold as investments any securities which the 
testator held, and to invest in similar, or any other securities in 
which trustees are not permitted by law to invest : 

The trustee shall have power to invest and reinvest the 
same or the proceeds thereof in railroad, municipal, or govern- 
ment bonds, income-bearing securities, and to retain, sell, collect, 
sue for, alter and change the investments. It being my intention 
that said trustee . . . shall have as complete power to retain old 
investments or select new as I would or might have had if I 
had remained living, and without the restrictions usually imposed 
by law upon trustees with respect to the investment of trust 
funds . . . 
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In all the New York trusts selected for analysis, the making 
of investments was a function of the trust institution alone. In 
certain cases, however, the trust institution was given the right 
to select specific investments on condition that these investments 
be approved by another party, designated by the trust instru- 
ment. 

If the instrument says nothing on the subject of investments, 
either as to the character of new investments permitted or the 
retention of investments received in the trust, a trust institution 
in New York State may follow only the direction of the state 
law. 

In several trust instruments, the trustee was instructed not 
to dispose of specific investments received in trust from the 
grantor before a designated time, say two or three years. When 
real estate was included in the trust estate, the trust institution 
was usually given broad powers to hold, mortgage, lease, repair, 
or sell such property. In a few trusts, the wishes of the bene- 
ficiaries were to guide the trustee in such matters. Provision in 
several trust instruments asked the trust institution to make no 
changes in the securities received in trust unless it learned facts 
or circumstances making the securities unsafe. 

Several trust instruments had a clause to the effect that the 
trustee is “not liable for any loss or depreciation in value of any 
investments made;” or “said trustee is not accountable for any 
loss.” Usually such provisions are not quite so sweeping; com- 
monly they specify the conditions whereby the trustee is released 
from liability in connection with investments. A few trusts 
incorporated instructions regarding principal and income when 
stock dividends arise, but usually such provisions were absent. 
A few trusts specified what commissions trustees should receive. 

Massachusetts Trust Instruments. — In view of the fact 
that few of the trust instruments examined in Massachusetts 
contained any definite instructions, we may presume that their 
influence upon the investment policies of trustees was slight. A 
Massachusetts court has ruled, however, that if instructions 
regarding investments in certain securities are contained in the 
trust instrument, they must be followed explicitly. 1 

Of the forty-one trusts examined, no specific instructions 
were contained in a single one. About 35 per cent of the trusts 
made no mention of investments; 45 per cent conferred on the 
trustee full discretion regarding investments; and 20 per cent 
contained various qualifications, such as “to keep the invest- 

1 Worcester City Missionary Society v. Memorial Church, 186 Mass. 
531 (1904). 



68 The Investment Policy of Trust Institutions 

ments in good securities/' or “to invest and reinvest in safe, 
income-producing securities." In Massachusetts, if the instru- 
ment does not contain instructions regarding investments, the 
trustee may invest in such securities as he deems appropriate. 
Here, then, the “prudent-man" theory is in full force, and we 
may conclude that the terms of the trust had no positive influence 
in determining the investment policy of Boston trust institutions. 

Illinois Trust Instruments. — Of the twenty- three trust 
instruments examined in Chicago, twenty-one gave full discre- 
tionary powers to the trustees, while only two were at all quali- 
fied. Consequently it appears that trustees in Illinois had very 
broad powers of investment. 

Just how wide and sweeping are the powers granted a trustee 
in Illinois may be seen from this excerpt from a trust instru- 
ment. He may 

invest and reinvest the trust funds and the proceeds there- 
from, or from any part thereof, in municipal or government 
bonds, or in the bonds or other obligations of any railroads or 
other corporations, income-bearing stocks, mortgages, or any 
other securities and property, and to alter and change the 
investments thereof . . . Said trustee, in the management of 
said trust estate shall have as complete power to select invest- 
ments as I would have had if I had remained living. He is 
expressly authorized and empowered to continue the said trust 
estate invested in the same manner and in the same securities 
or property in which it may be invested when received by said 
trustee , . . 

Even the qualified trust instrument gave the trustee rather 
wide powers, for it provided that 

the principal shall be invested by said trustee in interest- 
bearing securities considered by him to be good, but I authorize 
said trustee to continue to hold as part of the trust funds any 
stock or securities received from the executor, and further 
authorize said trustee to sell any real estate. 

Ohio Trust Instruments.— Of the thirty-four trusts 
examined in Cleveland, twenty-six gave full discretionary power 
to the trustees, six authorized investment in “legals" only, while 
two made no mention of the types of investments to be made. 
An example of each type of provision follows : 

Discretionary . — The trustee was given authority to sell and 
dispose of all property, to invest and reinvest all sums of money 
coming into my possession according to its absolute discretion 
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in such loans, securities and real estate as it shall deem for the 
best interests of my estate, irrespective of any statutes or rules 
of chancery courts now or heretofore limiting the class of 
investments for trust companies, or trustees generally, giving to 
the trustee absolute discretion as to the terms, conditions, and 
rate of interest in respect to such investments, with the right to 
retain by way of investment any property or securities coming 
to it from my estate, without liability for depreciation in value, 
and with the right to vary or transpose investments so made 
into others of like or similar nature* 

Legal . — All investments and reinvestments of the trust estate 
made by said trustees shall be in such forms of property or 
securities as are prescribed by the laws of the state of Ohio for 
the investment of the trust funds of trust companies, or in 
participation therein, but my trustee may continue my estate, 
or any part thereof if they deem it wise. 

Missouri Trust Instruments. — Of the eighteen trust 
instruments examined in St. Louis, thirteen gave full discre- 
tionary powers as to investments; two made no mention of 
investments; only one was qualified; while two provided that 
the trustee must consult one of the grantor's relatives before 
making investments. Examples of each type are given below: 

Full Discretion . — The trustee shall have full power to dis- 
pose of the trust estate as he shall deem meet and proper; it 
being intended hereby to give said trustee full and complete 
authority to manage, invest, and reinvest said trust estate 
according to its sole judgment and discretion, without any 
limitations upon its power and authority to do so. 

Qualified . — The trustee shall have power to dispose of said 
trust property as if it were the sole owner, but shall not at any 
time invest any of the proceeds in any speculative stocks, bonds, 
or securities, but shall not be limited in investments to those 
required of trustees by law. 

Consultative . — The trustee shall have full power to dispose 
of said trust estate . . . and full authority to invest, and from 
time to time to reinvest . . . and to change any and all invest- 
ments according to its judgment and discretion provided, how- 
ever, that no such change of investment shall be made by the 
trustee without consent of all my surviving daughters. 
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LEGAL ASPECTS OF TRUST INVESTING IN FIVE 
JURISDICTIONS— STATUTES 

W HEN considerable numbers of individuals began to 
accumulate capital in substantial sums, as the economic 
order grew more complex, and as the investment prob- 
lems of individuals became more involved, trust service developed 
in magnitude. With these developments the problems of trust 
investing became more complex. The failures of trusteeships 
were numerous . 1 The estate which promised security to the 
beneficiary was frequently lost as a consequence of bad judg- 
ment, negligence, mistakes or lack of skill in the investment of 
the assets. There was an urgent need for effective regulation of 
trust administration, especially with regard to the investment 
of trust assets. But there were no definite rules or directions 
for the trustee to follow. Few cases had been presented to the 
equity courts, therefore, the rules of court to serve as guides 
were quite limited or non-existent in most states, until nearly 
the turn of the century. Consequently legislatures in a number 
of states passed laws controlling investing by placing certain 
statutory limitations on the investment powers of a trustee. 

Purposes of Statutory Control. — The statutes of the state 
concerned may expressly set forth the duties of trustees regard- 
ing investments. In many states legislatures have approved of 
certain securities which are considered lawful investments for 
trust assets. Unless otherwise provided by the trust instrument, 
trustees are required to place trust assets in these securities only. 
There are, however, many trust instruments which contain few 
or no directions regarding investments. When the creator of the 
trust fails to incorporate instructions as to how the assets should 
be invested, the trustee is required to follow the statutes of the 
particular state. Thus, no trust investment should be made with- 
out the trustees carefully considering the statutes of the state 
within which the trust is being administered. If he invests in 
other than legal securities he does so at his own risk and must 

1 See Legislative Documents of the Senate and Assembly of New York, 
53d Sess., 1830, Vol. II, Doc. No. 84, pp. 3-7, quoted in Smith, James G., 
Trust Companies in the United States, (1928), p. 252 ff. 
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bear any resulting loss. It makes no difference whether or not 
the trustee invested with ordinary care and prudence ; he is liable 
just as if he had disregarded the instructions contained in the 
instrument and had invested in securities not specified therein. 

Another objective underlying statutory control of trust invest- 
ing was to favor business of the particular state. The majority 
of states have followed this practice by creating statutes favoring 
local real estate mortgages or bonds, municipal bonds, and cor- 
porate bonds. The statutes of many states have also specifically 
prohibited investments where the property is beyond the juris- 
diction of the courts of the state in which the trust is to be 
administered . 2 

Since the statutes of the states play such an important role in 
the investment of trust assets, it is the purpose of this Chapter 
to give a brief survey of these laws in the five states concerned 
in this study. 

Statutory Status of Certain Investments in the Five 
Jurisdictions. — The statutory status of certain investments in 
the states included in this study, namely, New York, Massa- 
chusetts, Illinois, Ohio, and Missouri, may be seen from the 
following brief summary. In each of these five jurisdictions the 
statutes authorize, as proper investments for trust funds, United 
States bonds, state bonds, municipal bonds in the individual state, 
and first mortgages of real estate located in the state in which 
the trust is created. Municipal bonds of other states are also 
legal for trust funds in each of the five jurisdictions, except 
that Missouri has limited this type of investment to a greater 
extent than have the remaining four states. Certain railroad 
bonds are legal in each state, although Missouri has again limited 
this field considerably more than have the other states. Certain 
utility bonds qualify in four states, but Missouri has not made 
them legal investments. Industrial bonds are accepted in Illinois, 
Massachusetts, and Ohio but they are not on the legal list in 
Missouri and New York. The statutes of Massachusetts and 
Ohio permit trust investments in bonds of foreign nations. 
Stocks of private corporations are authorized in Massachusetts 
and Ohio but not in the other states. Bank and trust company 
stocks are legal investments for trusts only in Massachusetts. 
New York and Ohio statutes sanction participating mortgages, 
but in Massachusetts, Illinois, and Missouri the statutes are silent 
on this matter. Mortgages on property in adjoining states are 


2 At present this prohibition applies largely to investments which have 
a local character, like real estate. 
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authorized only in Massachusetts, Illinois, and Ohio. Illinois is 
the only jurisdiction whose statute gives the trustee the right 
to continue investments of the decedent. 

This enumeration of the statutes affecting certain invest- 
ments is far from complete. In practically every case there are 
a number of qualifications to be considered regarding each type 
of investment in each of the jurisdictions. The statutes in the 
states which authorize trustees to invest in municipal obligations 
of other states, railroad, public utility and industrial corporation 
bonds, and stocks of private corporations, limit such investments 
to corporations which meet certain financial tests as to earnings, 
dividends, stability, etc. Thus, decisive answers may be given 
regarding the legality or illegality of a security for trust invest- 
ment in a certain state only after a careful consideration of the 
statutes of that state. 

Statutes Pertaining to Trust Investing in Five Juris- 
ditions. — To present a more complete picture of the statutory 
control of trust investing, in the following sections, a synopsis 
is given of the statutes of each state studied. These greatly 
differing statutes illustrate the ways in which legislatures have 
regulated the duties of trustees regarding investments. The 
analysis is concerned with the law as it existed in 1933. 

New York Statutes . 3 — The laws of New York governing 
investment of trust funds by individuals are also applicable to 
trust institutions. The Banking Law provides that “all invest- 
ments of money received by such corporation . . . shall be at its 
sole risk, and for all losses . . . the corporation shall be abso- 
lutely liable, unless the investments are such as are proper when 
made by an individual acting as trustee ... or such as are per- 
mitted in and by the instrument or words creating or defining 
the trust/" 4 

Investments Legal for Trust Funds. — The statutes pro- 
vide that a trustee may place trust funds in the following invest- 
ments : 

1. Shares of a savings and loan association organized in New 
York and having an accumulated capital of $100,000 or more. 
The investment of any one estate or trust in any one association 
shall not exceed $10,000/ 

2. Bonds and mortgages on unincumbered real property in 


®New York statutes pertaining to trust investments are found at 
various points in the Consolidated Laws. 

4 Banking Law 1914, Ch. 369, Sec. 188, Subd. 7, as amended to date. 

5 Laws of 1909, Personal Property Law, Ch. 45, Sec, 21, as amended 
to date. 
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New York worth SO per cent or more than the amount loaned 
thereon. 6 

3. Shares or parts of such bonds and mortgages provided 
they shall not be subordinate to any other shares or parts or 
to any prior interest. 7 

4. Investments in bond and mortgage by any trust company 
as fiduciary may be made by apportioning or by transferring to 
any estate or fund so held a part interest in a bond and mortgage 
held by or in the name of such corporation. 8 

5. Obligations of Port of New York Authority for: 

(a) Bridge across Hudson River between New York City 
and Fort Lee. 9 

(b) Bridge across Kill Van Kull between Bayonne, New 
Jersey and Staten Island. 10 

(c) Steamship terminals. 11 

(d) Holland Tunnel and Midtown Hudson Tunnel. 12 

Funds Awaiting Investment — Interest On. — On all sums 
of money not less than one hundred dollars, collected and 
received by a trust company in any fiduciary capacity, or as a 
depositary or money paid into court, interest shall be allowed at 
not less than 2 per cent per annum. 13 

Exchange of Mortgage Investment. — Trustees who have 
made or held an investment in a bond secured by mortgage on 
real property or share or part thereof are authorized, without 
court order or other authority, to exchange such bond and mort- 
gage or share or part thereof and any rights in respect thereto 
for bonds of Home Owners’ Loan Corporation. Such bonds are 
authorized and lawful investment for any and all purposes. 14 

Conveyances to Certain Corporations in Exchange For 
Certain Stocks and Bonds Authorized and Regulated. — 
Whenever a trustee or other fiduciary is entitled to receive the 
proceeds from the disposal of real property made pursuant to 

6 Ibid . See also Laws of 1909, General Construction Law, Ch. 27, Sec. 
25-b. Provisions regarding the modification and extention of mortgage 
investments are contained in the Laws of 1909, Real Property Law, Ch. 52, 
Sec. 277, added by Laws of 1933, Ch. 319. 

7 Laws of 1909, Personal Property Law, Ch. 45, Sec. 21, as amended 
to date. 

8 Banking Law 1914, Ch. 369, Sec. 188, Subd. 7, as amended to date. 

9 Laws 1926, Ch. 761, Sec. 8. 

10 Laws 1927, Ch. 300, Sec. 8. 

11 Laws 1931, Ch. 47, Sec. 13. 

12 Ibid. 

13 Banking Law 1914, Sec. 188, Subs. 11. 

14 Real Property Law, Ch. 52, Sec. 278, added by Laws of 1933, Ch. 792, 



74 The Investment Policy of Trust Institutions 

power contained in a deed or will, or pursuant to law, and the 
property has been or is about to be conveyed to a corporation 
formed or to be formed for such purpose, and all adult bene- 
ficiaries and all adult persons having a vested Interest in the 
proceeds of the sale, desire to agree that their shares shall be 
invested in the stock and bonds of such corporation, then the 
fiduciary may, with the approval of the supreme court, invest 
the trust fund in the stocks and bonds of such corporation. 15 

Investments Legal for Savings Banks . 16 — Since trustees 
in New York may invest in securities which are legal for savings 
banks, 17 the salient provisions of the banking law relating to 
investments by such banks will be briefly set forth. These invest- 
ments include the following: 

1. United States Bonds: The stocks, or bonds, or interest- 
bearing notes or obligations of the United States, or those for 
which the faith of the United States is pledged to provide for 
the payment of the interest and principal, including the bonds 
of the District of Columbia. 

2. New York State Bonds : The stocks, or bonds, or interest- 
bearing obligations of this state, issued pursuant to the authority 
of any law of the state. 

3. Bonds of Other States: The stocks, bonds or interest- 
bearing obligations of any state of the United States, upon which 
there is no default and upon which there has been no default for 
more than ninety days; provided that within ten years imme- 
diately preceding the investment such state has not been in 
default for more than ninety days in the payment of any part 
of principal or interest of any debt duly authorized by the legis- 
lature of such state to be contracted by such state since the first 
day of January, eighteen hundred and seventy-eight, except debts 
representing a refunding or adjustment of any indebtedness 
originally contracted or in existence at that date or prior thereto. 

4. New York Municipal Bonds: The stocks, bonds, interest- 
bearing obligations, or revenue notes sold at a discount, of any 
city, county, town, village, school district, union free school dis- 
trict, poor district or fire district in this state, provided that they 
were issued pursuant to law and that the faith and credit of the 
municipality or district that issued them are pledged for their 
payment. 


15 Laws of 1909, Real Property Law, Ch. 52, Sec. 116, as amended to 
date. 

16 Banking Laws of 1914, Ch. 369, Sec. 239, as amended to date. 

Laws of 1909, Personal Property Law, Ch. 45, Sec. 21, as amended 

to date. 
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5. Municipal Bonds of Other States : First, bords and obli- 
gations, excluding non-negotiable warrants, of a city, or of a 
school district co-terminous with or which includes such city, or 
of a county in states adjacent to New York, if they have a popu- 
lation of at least 10,000 and no defaults on their obligations 
of over 120 days during the preceding twenty-five years and 
whose indebtedness is not in excess of a certain per cent of the 
valuation of real property for the purposes of taxation. 

Second, bonds and obligations, excluding non-negotiable war- 
rants, of any city, or of any school district or county co-terminous 
with or which includes such city in any other of the states whose 
obligations are an authorized investment for savings banks, pro- 
vided said city has a population of not less than 30,000, was 
incorporated as a city at least twenty-five years prior to the 
making of the investment, has not defaulted on its obligations 
for more than 120 days during the preceding twenty-five years, 
whose indebtedness is not in excess of a certain per cent of the 
valuation of real property for the purposes of taxation. 

Obligations of cities or districts of less than 45,000 population 
are not legal investments for savings banks unless such a city 
or district has power to levy taxes on taxable real property to 
pay such obligations without limitation of rate or amount. 

The factor of indebtedness does not apply to any city or 
district which has taxable real property with assessed valuation 
in excess of $200,000,000 and which has a population of not less 
than 150,000, provided such a city or district has power to levy 
taxes on the taxable real property to pay these obligations with- 
out limitation or rate or amount. 

6. Bonds and Mortgages on Real Estate: Bonds and mort- 
gages on unincumbered real property in New York State to the 
extent of 60 per cent of the appraised value thereof ; and only to 
40 per cent of the appraised value of unincumbered and unpro- 
ductive real property. 

7. Railroad Obligations : 


a. Type of railroad: 

(1) Must be incorporated in the United States. 

(2) Must own and operate within the United States 
500 miles of standard-gauge railroad line, exclusive 
of sidings. 

(3) If mileage is less, then operating revenues shall not 
be less than $10,000,000 each year for five of the 
six fiscal years next preceding the investment. 
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b. Requirements as to financial conditions, etc. : 

(1) Income available for its fixed charges to be not 
less than one and one-half times such charges for 
each year in five of the six fiscal years, and in the 
last year, next preceding the investment. 

(2) In each year for at least five of the six fiscal years 
next preceding the investment the railroad must 
have paid dividends in cash equivalent to at least 
one-fourth of such fixed charges. If such dividends 
were not paid, the fixed charge requirements must 
have been earned one and one-half times in nine of 
the ten fiscal years, and in the last year, next pre- 
ceding the investment. 

(3) Within such period of six years the railroad cor- 
poration shall not have failed regularly to pay the 
matured interest and principal of all its mortgage 
indebtedness. 

(4) Security for obligations shall be property wholly 
or in part within the United States. 

c. The following railroad obligations : 

‘ (1) Fixed interest-bearing bonds secured by direct 

mortgage on railroad owned or operated by the 
railroad corporation. 

(2) First mortgage bonds upon terminal, depot or 
terminal property, etc., provided such bonds are 
the direct obligations of, or that the principal and 
interest thereof are guaranteed by endorsement by, 
one or more such railroad corporations. 

(3) Equipment trust obligations, comprising bonds, 
notes and certificates, issued to purchase standard 
equipment through equipment trust agreement. 
Said equipment shall be secured by an instrument 
vesting title to such equipment in a trustee free 
of encumbrance, or shall create a first lien on such 
equipment. Further, the owner or proper party 
shall be obligated by the terms of the instrument 
to perform certain functions regarding the equip- 
ment. 

(4) Collateral trust obligations secured by other rail- 
road bonds that are legal investment for savings 
banks under this section, having a maturity not 
less than the bonds they secure and a face amount 
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not less than the face amount of the bonds they 
secure. 

(5) Certain other interest-bearing mortgage bonds, 
income mortgage bonds, collateral trust bonds or 
obligations, unsecured bonds or obligations, issued, 
assumed or guaranteed as to principal and interest, 
etc. Earnings and other financial requirements 
for these obligations are higher than for the 
previous ones. 

8. Promissory Notes: Promissory notes made payable to 
the savings bank (a) secured by stocks or bonds in which such 
savings bank may legally invest its funds; (b) of a savings and 
loan association of New York incorporated for three years and 
having $50,000 capital; (c) secured by one or more first mort- 
gages on real estate in New York; (d) secured by pledge and 
assignment of the passbook of any savings bank in the state of 
New York. 

9. Real Estate: For business purposes, or in satisfaction of 
debts previously contracted, or purchased at sales under judg- 
ments, decrees, or mortgages held by them. 

10. State Land Bank and Federal Farm Loan Bonds: Bonds 
of the Land Bank of the State of New York and the Federal 
Land Bank of the First District 

11. Bankers’ Acceptances and Bills of Exchange: Bankers’ 
acceptances and bills of exchange eligible for purchase by the 
Federal Reserve Bank and accepted by a qualified bank or trust 
company whose principal place of business is in the state. 

12. Public Utilities: 

a. Types of Obligations: 

(1) First mortgage bonds secured by a first or refund- 
ing mortgage secured by property owned and 
operated by the corporation issuing or assuming 
them. 

(2) Underlying mortgage bonds secured by property 
owned and operated by the corporation issuing or 
assuring them, provided certain other conditions 
are met. The aggregate principal amount of such 
bonds outstanding shall not exceed 60 per cent of 
the value of the physical property owned as shown 
on the books of the corporation, and subject to 
such liens. 



78 The Investment Policy of Trust Institutions 


b. Types of Corporations : 

(1) Must be incorporated in the United States. 

(2) Business must be to supply electrical energy, or 
artificial gas or natural gas in conjunction with 
artificial gas, etc. 

(3) Seventy-five per cent of gross operating revenues 
must be derived from such business, and not more 
than IS per cent of gross operating revenues shall 
be from any one kind of business, except electricity 
or gas. 

(4) Corporation must be subject to regulation by the 
proper commission. 

c. Corporation is subject to the following conditions : 

(1) It must have proper franchises. 

(2) It must be subject to regulation by the proper 
commission. 

(3) Outstanding full paid capital stock shall be equal 
to at least two-thirds of the total debt secured by 
mortgage lien. 

(4) Shall have been in existence not less than eight 
fiscal years. 

(5) Must have paid promptly matured principal and 
interest of all its indebtedness throughout eight 
fiscal years preceding investment. 

(6) For a period of five fiscal years next preceding 
such investment net earnings shall have averaged 
per year not less than twice the average annual 
interest charges on the total funded debt of that 
period. In the last year prior to the investment 
net earnings shall have been twice the interest 
charges for a full year on its total funded debt 
outstanding at the time of such investment. 

(7) For such period gross operating revenues shall 
have averaged per year not less than $1,000,000. 
Must have earned or paid in dividends an amount 
equal to 4 per cent or the equivalent of two-thirds 
of its funded debt. 

(8) Such bonds must be part of an issue of not less 
than $1,000,000. 

13. Telephone Companies: 

a. Types of obligations: First or refunding mortgage 
bonds. The aggregate principal amount of such 
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bonds, plus all underlying outstanding bonds shall 
not exceed 60 per cent of real and personal prop- 
erty subject to lien of such mortgage. Not more 
than thirty-three and one-third per cent of the 
property as security for such bonds may consist of 
stock or unsecured obligations of affiliated or other 
telephone companies, or both. 

b. Types of Corporations: 

(1) Must be incorporated in the United States. 

(2) Must be engaged in business of supplying telephone 
service in the United States. 

c. Corporation is subject to the following conditions: 

(1) Must be subject to regulation by the proper com- 
mission. 

(2) Shall have been in existence not less than eight 
fiscal years. 

(3) At no time during such period of eight years next 
preceding the investment shall the corporation have 
failed to pay promptly the matured principal and 
interest of all its indebtedness. 

(4) Outstanding full capital stock shall be at time of 
investment equal to at least two-thirds of the total 
debt secured by all mortgage liens. 

(5) Net earnings shall have averaged for a period of 
five fiscal years next preceding such investment at 
least twice the average annual interest charges on 
its total funded debt applicable to that period. The 
last year preceding the investment net earnings 
must be at least twice the interest charges. 

(6) Gross operating revenues shall have averaged not 
less than $5,000,000 per year for such a period. 
The corporation must have earned an amount avail- 
able for dividends or paid in dividends an amount 
equal to four per cent upon all its outstanding 
capital stock. 

(7) Such bonds must be part of an issue of not less 
than $5,000,000. 

A savings bank may also invest in judgments against the 
state and in canal contracts. 18 


18 Banking Law, Ch. 369, Sec. 239-a. 
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Massachusetts Statutes 19 — Investment of Trust Funds. 
— The general laws provide that trust institutions may invest in 
the same way as an individual trustee. 20 Trust funds shall be 
loaned on or invested only in authorized loans of the United 
States, or of any of the New England States, counties, cities, or 
towns thereof ; or of the states of Illinois, Iowa, Michigan, Min- 
nesota, Wisconsin, or the counties or cities thereof, or in stocks 
of national banks situated in Massachusetts, or in first mortgage 
bonds of a railroad incorporated in any New England State, 
located wholly or in part in the same state, provided the railroad 
has earned and paid regular dividends on all issues of capital 
stock for two years last preceding such loan or investment, or in 
the bonds of any such railroad company unincumbered by mort- 
gage, or in first mortgages on real estate in Massachusetts, or 
upon notes properly secured, 21 or on real estate situated in Mas- 
sachusetts and on personal security, on terms to be agreed upon, 
or in stocks, bonds, etc., of corporations or associations or trusts 
or of governments, both foreign and domestic. 22 

Investments shall not be made upon notes secured by deed 
of trust or by mortgage upon farms, etc., outside of Massachu- 
setts except in the New England States or New York State. 23 

Creator of Trust May Authorize Investments in Gen- 
eral Trust Fund. — A person creating a trust may direct whether 
money or property deposited under it shall be held and invested 
separately or invested in the general trust fund of the corpora- 
tion; and such corporation acting as trustee shall be governed 
by directions contained in the will or instrument under which 
it acts. 24 

Trust Guaranty Fund. — The directors may from time to 
time set apart as a trust guaranty fund such portion of the profits 
as they may consider expedient. Such a fund shall be invested in 
such securities only as the trust deposits may be invested in. 25 

Investments Legal for Savings Banks. 26 — 

I. First Mortgages of Real Estate: First mortgages of real 
estate located in Massachusetts not to exceed 60 per cent of the 

19 References are to the General Laws of Massachusetts, 1932, as 
amended by subsequent session laws. 

20 Chapter 172, Sec. 53. 

21 Chapter 172, Sec. 51. 

22 Chapter 172, Sec. 33. 

23 Chapter 172, Sec. 34. 

24 Chapter 172, Sec. 59. 

25 Chapter 172, Sec. 77. 

26 Chapter 168, Sec. 54. General Laws of Massachusetts provide that 
t^tees may invest m any securities in which savings banks may invest ” 
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value of such real estate. If the loan is on unimproved and 
unproductive real estate, the amount loaned thereon shall not 
exceed 40 per cent of the value of such real estate. 

2. Public Funds: (a) Obligations of the United States, of 
Massachusetts, or of any other state which has not defaulted on 
the interest or principal of any legal debt within twenty-five 
years prior to such investment; (b) bonds or notes of a county, 
city, or town of Massachusetts; (c) bonds or notes of an incor- 
porated district in Massachusetts not having a net indebtedness 
of over 5 per cent of the last preceding valuation of the property 
for taxes; (d) bonds or notes of any city in the other New 
England States whose net indebtedness is not over 5 per cent 
of the last preceding valuation of the property for taxes, or of 
any county or town of said states whose net indebtedness is not 
over 3 per cent of such valuation, or of any incorporated water 
district of said states which has a population of over 5,000 and 
whose net indebtedness is not more than 3 per cent of such 
valuation; (e) municipal bonds or certain refunding bonds of 
any city of any state which was incorporated twenty-five years 
prior to the investment, having a population between 30,000 and 
100,000, whose net indebtedness does not exceed 5 per cent of 
the valuation of taxable property; (f) municipal bonds or certain 
refunding bonds of any city of any state of over 100,000 incor- 
porated twenty-five years prior to such investment and whose 
net indebtedness is not over 7 per cent of the valuation of 
taxable property. 

3. Railroad Bonds: (a) Bonds or notes of a railroad incor- 
porated in Massachusetts and located wholly or in part therein 
and meeting certain financial conditions, or first mortgage bonds 
of a terminal corporation incorporated in Massachusetts whose 
property is located therein and is owned or operated, or whose 
bonds are guaranteed by such railroad corporation, (b) Bonds 
or assumed bonds secured by a first mortgage or by a refunding 
mortgage, or other bonds properly protected of a railroad incor- 
porated in any of the New England States, provided the railroad 
meets certain financial stipulations, (c) First mortgage bonds, 
assumed first mortgage bonds or bonds secured by a refunding 
mortgage, of a railroad incorporated in any New England State, 
guaranteed by a railroad of the type described in (a) or (b). 
(d) Certain mortgage bonds issued or assumed by any railroad 
incorporated in any state of the United States, provided it meets 
the prescribed financial tests, (e) Certain first mortgage bonds 
of a railroad corporation which have been guaranteed by a rail- 
road described in (d) if the corporation is owned and operated, 
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controlled and operated, or leased and operated by the corpora- 
tion guaranteeing the bonds, or if the railroad guaranteeing the 
bonds meets certain conditions, then the issuing corporation need 
not be operated by said guaranteeing corporation, (f) Equip- 
ment obligations issued or guaranteed by a railroad corporation 
which complies with definite financial requirements, provided 
such securities are secured by a first lien, or by a lease and con- 
ditional sale of new standard equipment, but the securities are 
not to exceed 80 per cent of the purchase price. 

4. Street Railway Bonds: (a) Bonds of any street railway 
company incorporated in Massachusetts which meets the pre- 
scribed financial tests, (b) Bonds of the Boston Elevated Rail- 
way Company provided they satisfy certain tests. 

5. Telephone Company Bonds: First mortgage bonds or col- 
lateral trust bonds, the collateral being of a certain type, quality, 
etc., of any telephone company incorporated in any state of the 
United States, provided the company complies with certain 
financial stipulations. 

6. Gas, Electric or Water Company Bonds: (a) Bonds of 
a gas, electric or water company secured by a first mortgage of 
the franchise and property of the company, provided the com- 
pany complies with certain financial tests, (b) First mortgage 
bonds constituting the only debt of the company, or a closed 
underlying bond secured by property owned and operated by the 
corporation issuing or assuming such bond, or a refunding mort- 
gage bond for certain purposes, being secured by a lien on prop- 
erty owned and operated by such corporation if they are properly 
protected, etc., issued or assumed by any corporation incorporated 
in the United States which is operating under the supervision of 
a proper commission and is engaged in the sale and distribution 
of electricity or some other public service enterprise, etc., pro- 
vided the company meets certain conditions. 

7. Bank Stocks and Deposits in Banks: (a) Stock of a trust 
company incorporated and doing business in Massachusetts or 
stock of a national bank located in Massachusetts, if such institu- 
tions measure up to specified standards. 

8. Bankers' Acceptances: Bankers' acceptances and bills of 
exchange of the kinds and maturities made eligible by law for 
rediscount with the Federal Reserve banks, provided they are 
accepted by certain described banks. 

9. Loans on Personal Security : Loans of specified character 
of the following types : (a) Notes which are the joint and several 
obligations of three citizens of Massachusetts; (b) notes of a 
corporation incorporated in Massachusetts; (c) notes of certain 



Trust Investing — Statutes 


83 


public service corporations; (d) bonds or notes issued, assumed, 
or guaranteed by certain railroad corporations; (e) notes secured 
by a pledge of specified collateral. 

10. Farm Loan Bonds : Those lawfully issued by Farm Loan 
banks incorporated under Act of Congress approved July 17, 
1916. 

11. Real Estate: Such corporation may hold real estate 
acquired by foreclosure of a mortgage owned by it, or by pur- 
chase at sales made under the provisions of such mortgages or 
upon judgments for debts due it, or in settlements effected to 
secure such debts, but for a limited time. 

12. Securities Acquired in Settlement of Indebtedness : Such 
corporation may hold stocks, bonds, notes, etc., acquired in settle- 
ments effected to secure loans or indebtedness for a limited time. 

Savings banks and savings departments of trust institutions 
may invest in loans upon notes secured by adjusted service 
certificates. 27 

Bonds and notes of the Metropolitan transit districts are 
legal investments for savings banks. 28 

Illinois Statutes — Investment of Trust Funds. — The 
general statutes of Illinois provide that investments of trustees 
may, when not otherwise provided by the trust instrument, be 
in the bonds of the United States, or in the bonds of the Home 
Owners' Loan Corporation, or of any of the states of the United 
States, or in first mortgages upon real estate in any state, or in 
the bonds of any county, city, or municipality in any state, or in 
the first mortgage bonds of any corporation of any state upon 
which no default in payment of interest shall have occurred for 
a period of five years, but no trustee shall be authorized by this 
act to invest trust funds in any bonds in which cautious and intel- 
ligent persons do not invest their money, and any trustee may 
continue to hold any investment received by him under the trust 
or any increase thereof. 29 

Ohio Statutes 30 — Investments Legal for Trust Funds. — 

L Obligations of the United States: Bonds or other interest- 
bearing obligations of the United States, the Philippines, Hawaii, 
Porto Rico, the District of Columbia and bonds issued under the 
home owners' act of 1933. 31 

27 Acts, 1927, Ch. 102. 

28 Extra Session Acts, 1931, Ch. 464. 

29 Smith-Hurd Illinois Revised Statutes, 1931, as amended by subse- 
quent session laws, Ch. 148, Sec. 32. 

30 References are to Throckmorton’s Annotated Code of 1929, Supple- 
ment of 1929, Supplement of 1932 and subsequent session laws. 

31 Section 710-111. 
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2. Ohio : Bonds or other obligations of the State of Ohio. 32 

3. Bonds of Foreign Governments : External bonds or other 
interest-bearing obligations of any foreign government which has 
not defaulted in the payment of principal or interest within a 
period of twenty-five years prior to the investment. 33 

4. Bonds of Other States: Bonds or other interest-bearing 
obligations of any state or territory of the United States. 34 

5. Ohio Municipal Bonds: Bonds or other interest-bearing 
obligations of any county, town, township, city, school district, 
improvement district or sewer district, or other organized or 
political sub-division in Ohio. 35 

6. Municipal Bonds of Other States and Territories : Bonds 
of any city, town, county or political sub-division in any of the 
states, or any city of the Philippines, Hawaii or Porto Rico, 
which has been in existence for ten years and has not defaulted 
for a period of ten years previously in payment of interest or 
principal for a period of more than ninety days, and whose net 
indebtedness does not exceed ten per cent of the value of taxable 
property. 36 

7. Bonds or Debentures of Provinces of the Dominion of 
Canada: Bonds or debentures of any province of the Dominion 
of Canada, or of any city, town or district with a population of 
not less than 10,000 and a net indebtedness not exceeding 7 per 
cent of the last valuation for taxes, and which has not defaulted 
on any debt more than ninety days since 1900 ; bonds or obliga- 
tions of any city, town or district therein whose obligations are 
unconditionally guaranteed by the Dominion of Canada. 37 

8. Municipal Bonds of Foreign Governments: Bonds of any 
governmental subdivision or city of any foreign country, with 
a population not less than 100,000, whose net indebtedness does 
not exceed 7 per cent of the last valuation of taxable property 
and which has not defaulted for more than ninety days on any 
debt for twenty-five years preceding such investment. 88 

9. Bankers' Acceptances: Bankers' acceptances of the kind 
and maturity rediscountable with the Federal Reserve banks. 39 

10. Bonds of Private Corporations: Mortgage bonds, col- 
lateral trust bonds, bonds or notes of any regularly incorporated 


32 Section 10506-41. 

33 Section 710-111. 

34 Section 710-111. 

35 Ibid. 

36 Ibid. 

Z7 Ibid. 

38 Section 710-111. 

39 Ibid. 
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company, which for four years prior to investment has earned 
over and above all fixed charges at least double the interest 
charges it must pay on its outstanding obligations or if total 
encumbrances do not exceed SO per cent of the actual value of 
the property securing said bonds or notes. 40 

11. Equipment Obligations: Railroad equipment bonds, or 
car trust certificates, issued in the United States or Canada, and 
bonds secured by first mortgages on steel steamships, not exceed- 
ing 50 per cent of their value. 41 

12. Loans Upon Mortgages : Bonds or notes secured by first 
mortgage on the fee simple title of improved real estate of not 
more than 60 per cent of its value, and 40 per cent of its value if 
unimproved. Real estate must be situated in Ohio or in states 
contiguous thereto. 42 

13. Farm Loan Bonds: Farm loan bonds issued by federal 
land banks and joint stock land banks. 43 

14. Stocks of Corporations: Stocks of corporations when 
authorized by the affirmative vote of the board of directors, or 
of the executive committee of such trust company. 44 

Loans on Shares of Its Capital Stock. — This section pro- 
hibits banks and trust companies from making loans on and 
purchasing the shares of their own capital stock, except in cer- 
tain cases to prevent loss, and further provides that any stock 
so acquired must be sold within six months 45 

Deposit of Money Pending Investment. — Moneys pending 
distribution or investment may be treated as a deposit in the trust 
department or may be deposited in any other department of the 
bank, subject in other respects to the provisions of law relating 
to deposits of trust funds by trustees and others. 46 

Investment in General Trust Fund. — In the management 
of money and property held by it as trustee, such trust company 
may invest such money and property in a general trust fund of 
the trust company. But it shall be competent for the authority 
making the appointment to direct whether such money and prop- 
erty shall be held separately, or any part thereof invested in a 
general trust fund of the trust company. 47 

Liability for Failure to Invest or Deposit. — A fiduciary 


40 Ibid. 

41 Ibid. 

42 Ibid.; Secs. 710-112, 113; 10506-41. 

43 Section 710-111. 

44 Section 710-166. 

45 Section 710-114. 

46 Section 710-165. 

47 Section 710-164. 
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who has funds belonging to the trust not required for current 
expenditures shall, unless otherwise ordered by the probate court, 
invest or deposit such funds according to law, within a reasonable 
time, and on failure so to do, such fiduciary shall account to the 
trust for such loss of interest as may be found by the court to 
be due to his negligence. 48 

Investments Legal for Savings Banks: 49 

1. Real estate securities made upon first mortgage upon real 
estate situated in Ohio, or in states contiguous thereto and shall 
not exceed 40 per cent of the value of such real estate if unim- 
proved, and 60 per cent of such value if improved. 

2. Stocks of companies, upon which or the constituent com- 
panies comprising the same, dividends have been earned and paid 
for five consecutive years next prior to the investment and 
stocks of companies taken on a refinancing plan involving an 
original investment, which was legal at the time it was made; 
provided every such investment shall be authorized by an affirma- 
tive vote of a majority of the board of directors of such savings 
bank. No purchase or investment shall be made in the stock of 
any bank. 

3. Promissory notes of individuals, firms or corporations 
when secured by a sufficient pledge of collateral approved by the 
executive committee or board of directors. 

4. Ground rents or certificates of participation, or beneficial 
ownership in improved lands under lease for not less than twenty- 
five years from date thereto, provided that aggregate par amount 
of such rents shall not exceed the value of the land nor 60 per 
cent of the total value of the land and improvements. 

Missouri Statutes 50 — Authorized Trust Investments. — 
Investments made by any trust company as fiduciary shall be 
at its sole risk unless the investments are such as are proper when 
made by an individual trustee or such as are authorized by the 
trust instrument. 51 

Bonds Eligible for the Investment of Trust Funds. — Any and 
all bonds registered by the state auditor under the provisions of 
the laws of Missouri, and any and all bonds that have been or 
may be duly issued by any county or city having a population 
of over 300,000, whereon there is no default in payment of prin- 

48 Section 10506-41. 

. 19 Section 710-140. Section 710-166 authorizes trust companies to invest 

m or loan irs trust funds upon securities in which savings banks may 
invest, 

50 Revised Statutes of 1919, and Supplement of 1927 and subsequent 
session laws. 

51 Section 11801-5. 
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cipal or interest, are eligible for the investment of trust funds. 
Such investments may be made without order of court and 
without incurring liability for loss, except in case of inexcusable 
negligence. 52 

Certain sections provide for the registration by the state 
auditor of county, township, city, town, village, school and certain 
public improvement bonds. 53 

Bonds Issued Under Federal Farm Loan Act. — Fiduciaries 
may invest any funds held by them in bonds issued under the 
provisions of the act of Congress, approved July 17, 191 6. 54 

Loan of Trust Fund Upon Order of Court. — If, on the 
return of the inventory, or at any other time, it shall appear to 
the satisfaction of the court that there is a surplus of money in 
the hands of the executor or administrator that will not shortly 
be required for the expenses of administration, or payment of 
debts, it shall have discretionary power to order him to lend out 
the money on such terms and for such time as may be deemed 
best. 55 

Interest on Funds— Unless otherwise provided in the trust 
instrument, on all sums, not less than $100, which shall be held 
by a trust company as fiduciary, or as depositary of money paid 
into court, interest shall be allowed by the trust company at not 
less than 2 per cent per annum, compounded annually, until the 
money is expended or distributed. 56 

Authorized Investments for Savings Banks. 57 — 

1. Bonds of the United States: Bonds or interest-bearing 
obligations of the United States. 

2. Bonds of Missouri: Bonds of the State of Missouri. 

3. Bonds of Any State : Bonds of any state in the Union that 
has not defaulted as to principal or interest for five years prior 
to the investment. 

4. Missouri Municipal Bonds : Bonds of any county, city, 
town, township, or school district of the State which has not 
defaulted for five years and whose bonded debt does not exceed 
5 per cent of the assessed value of the taxable property. 

5. Municipal Bonds of Other States: Bonds of any city, 
town or county of over 20,000 inhabitants in certain states, pro- 
vided the entire bond issue does not exceed 5 per cent of the 


52 Section 1069. 

58 Section 1062-1068. 

54 Section 1069a. 

55 Section 103. 

56 Section 11801-9. 

57 Section 11871. 
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assessed value of taxable property and no default in principal 
or interest has occurred for five years prior to investment. 

6. Railroad Bonds : First mortgage bonds of any steam rail- 
road operated in certain named states and having a certain income 
specified in the statute and which has paid the interest on its 
bonds for three years preceding the investment, or in the first 
mortgage bonds of the Central Pacific, Northern Pacific, Union 
Pacific, New York Central, West Shore and the Pennsylvania 
railroads. 

7. Real Estate Mortgages: Bonds and notes on first mort- 
gages on unincumbered real estate worth at least twice the amount 
loaned thereon and on unimproved and unproductive real estate 
not over 40 per cent of its actual value. 

8. Real Estate: In real estate, subject to certain conditions 
named in the statute. 



Chapter VI 


LEGAL CONTROL OF TRUST INVESTING AS SET 
FORTH IN NEW YORK COURT DECISIONS 

F OR the proper investment of trust funds, the trustee must 
look not only to the trust instrument and statutes but 
must pay strict attention to court decisions of the state in 
which the trust is operative. There is no simple rule to be easily 
followed in selecting investments. In the great body of court 
decisions, however, certain specific rules, as well as general prin- 
ciples, may be found which constitute reasonable guides to be 
followed by the trustee in making investments. Therefore, a 
brief summary will be formulated of the rules of guidance in 
some outstanding court decisions in the five jurisdictions relative 
to trust investing. There will be presented in this Chapter the 
law of trust investing as set forth in the decisions of the New 
York courts. In Chapter VII will be given the rules of guidance 
as exhibited in the court decisions of Massachusetts. Court regu- 
lations governing trustee's investments in Illinois, Ohio and 
Missouri will be set forth in Chapter VIII. 

General Policy. — The policy of New York respecting trust 
investments as stated in King v. Talbot 1 has stood unquestioned 
to this day . 2 In this case the court said that the trustee must 
use with respect to trust funds “such diligence and such prudence 
in the care and management as, in general prudent men of dis- 
cretion and intelligence in such matters employ in their own like 
affairs.” “This necessarily excludes all speculation, all invest- 
ments for an uncertain and doubtful rise in the market, and, of 
course, everything that does not take into view the nature and 
object of the trust, and the conseqences of a mistake in the selec- 
tion of the investment to be made .” 3 The trustee should look to 
the security of the fund, to the production of a reasonable income, 
and to the obtaining of an investment which is readily saleable . 4 
If an investment is improperly made, the trustee must shoulder 


1 40 N. Y. 76 (1869). 

2 In re Robbins’ Will, 135 Misc. 220, 237 N. Y. S. 409 (1929). Here is 
cited a list of cases applying this rule. 

3 King v. Talbot, 40 N. Y. 76 (1869). 

4 Ibid. 
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the attendant responsibility . 5 The trustee is not, however, 
required to be infallible and he will not be held for the conse- 
quences of an error in judgment . 6 The propriety of an invest- 
ment will, of course, be determined as of the time when it was 
made, and not in the light of subsequent knowledge . 7 

Duty of the Trustee to Invest the Trust Principal. — 
Specific directions in the trust instrument are not required in 
order to impose on the trustee the duty of investing the trust 
fund. That duty is placed upon him by the law, which will not 
allow the fund to lie idle . 8 Further, the duty of the trustee to 
invest trust funds arises by implication from the trust instrument, 
which directs the trustee to pay over interest or income . 9 In 
order to do this the trust assets must be kept invested. If the 
trustee negligently permits the trust principal to remain unin- 
vested he subjects himself to a surcharge for interest at the legal 
rate. 

Directions in the Trust Instrument Binding Upon the 
Trustee. — It is a well known principle that the creator of a trust 
has full authority to prescribe how investments shall be made 10 
and the trustee must follow such directions implicitly . 11 If the 
grantor specifies the character of the investments to be selected, 
or the investments to be retained, these instructions must be 
followed by the trustee irrespective of what the law recognizes 
as legal investments. If the instrument directs that particular 
investments be selected, the trustee should retain any such securi- 
ties, if they are already in the portfolio, or otherwise allocate 
the trust principal to these investments . 12 If the instrument con- 
tains provisions permitting investing in other than the commonly 
recognized trust investments the courts will strictly construe such 
provisions. Unless expressly provided for by the grantor no 


6 In re Westerfield, 32 App. Div. 324, 53 N. Y. S. 25 (1898). 

6 In re Pratt’s Estate, 143 Misc. 751, 257 N. Y. S. 226 (1932) ; Costello 

v. Costello, 209 N. Y. 252, 103 N. E. 148 (1913). 

7 Crabb v. Young, 92 N. Y, 56 (1883) ; In re Blauvelt’s Estate, 20 N. Y. 
S. 119; aff’d., 60 Hun 394 (1891) ; Costello v. Costello, 209 N. Y. 252, 
103 N. E. 148 (1913). 

8 King v. Talbot. 10 N. Y. 76 (1869). 

9 In re Kohlo 231 N. Y. 353, 132 N. E. 114 (1921). 

10 In re Reid, 170 App. Div. 631, 634, 156 N. Y. S. 500 (1915). In 
fact the creator may reserve the right to direct the investment after the 
?M3)h aS begUn ‘ RIce V * Halsey > 156 A PP* Div- 802, 142 N. Y. S. 58 

11 In re London’s Estate, 104 Misc. 372, 171 N. Y. S. 981, aff’d. 187 

App. Div. 952, 175 N. Y. S. 910 (1919); Matter of Olmstead, 52 App. 

23 V Misc 5 272°(1898) atter ° £ Hal1, 164 N * Y ‘ 196 (19 ° 0) ; Qark V * Clark ’ 

12 In re Watson 81 Misc. 89, 142 N. Y. S. 1058 (1913) ; Seligman v. 
Seligman, 151 N. Y. S. 889 (1915). 
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investment will be permitted under such authority . 13 The court 
will take such steps as may be necessary in cases in which con- 
ditions which were not contemplated by the creator of the trust 
have arisen so that the trust purpose would be defeated by 
following the directions of the trust instrument . 14 

Terms of the Trust Instrument — Discretionary 
Powers. — Since the creator of a trust may include in the trust 
instrument such directions as he pleases, he may empower the 
trustee to invest and reinvest the trust fund as he may, in his 
absolute discretion, deem best, without being hampered by the 
restrictions of the ordinary rules of law where trustees are not 
so empowered . 15 But the extent of the discretionary power 
granted to a trustee is determined by construction of the instru- 
ment. It is significant to determine if, under the terms of the 
instrument, the trustee is granted discretionary power to invest 
the trust fund. Frequently trust instruments contain provisions 
giving the trustee authority to invest and reinvest the trust fund 
“as they shall deem wise and judicious/’ or “within their dis- 
cretion,” or “for the best interest of the beneficiaries.” Such 
terms have been held not to warrant investment in other than 
legal securities . 16 Expressions of this sort do not empower the 
trustee to choose non-legals but merely show the creator’s inten- 
tion to permit the trustee discretion to select investments from 
the list authorized by law as legal for trust funds . 17 Authority 
to invest in non-legals must be stated in language which makes 
it plain that the creator of the trust intended the trustee to have 
such power . 18 A will stated that “each of the trustees is autho- 
rized and empowered in its discretion to continue to hold the 
investments . . . or to sell the same or any part thereof and to 
invest and reinvest in any interest-bearing or dividend paying 
security it shall deem advisable and shall not be restricted to such 


13 In re Franklin Trust Co., 147 N. Y. S. 885 (1914). 

14 Matter of Pulitzer, 139 Misc. 575, 249 N. Y. S. 87 (1931) ; Matter of 
Morris, 63 Hun. 619, 18 N. Y. S. 680, afFd. 133 N. Y. 693, 31 1ST. E. 627 
(1892) ; Webster Realty Co. v. Delano 135 App. Div. 488, 120 N. Y. S. 
440 (1909); Matter of Frank, 124 Misc. 664 (1925). This question is 
discussed fully by Scott, Austin W., “Deviation from the Terms of a 
Trust,” Harvard Law Review, May, 1931. 

15 In re Maloney’s Estate, 120 Misc. 456, 198 N. Y. S. 788 (1923) ; In 
re United States Trust Co. of N. Y. 189 App. Div. 75, 178 N. Y. S. 125 
(1919) ; In re Bernheimer’s Estate, 106 Misc. 719, 175 N. Y. S. 594 (1919). 

16 Matter of McDowell, 102 Misc. Rep. 275, 169 N. Y. S. 853, afFd. 
193 App. Div. 914, 183 N. Y. S. 952, afFd., 230 N. Y. 601, 130 N. E. 910 
(1921). 

17 In re Robbin’s Will, 135 Misc. Rep. 220, 237 N. Y. S. 409 (1929). 

18 Ibid.; In re Maloney’s Estate, 120 Misc. 456, 198 N. Y. S. 788 (1923) ; 
Lawton v. Lawton, 35 App. Div. 389, 54 N. Y. S. 760 (1898). 
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securities as are usually denominated trustees investments,” 
Pursuant to these terms the trustees invested the trust fund in 
securities which were non-legals. The court held that the lan- 
guage above granted the trustees the right to invest in non-legal 
securities as in their judgment may be proper and satisfactory . 19 
In the following decisions where the wording of the will was less 
explicit regarding investing in non-legals the courts held that the 
terms were sufficiently broad as to authorize trustees to invest 
in other than legal securities. For example where a will directed 
that the trust estate “be invested by my said trustee in accordance 
with their best judgment and discretion” it was held sufficient 
to authorize investment in non-legals . 20 “To hold in trust . . . 
and to keep the same invested in such securities as to the said 
executor shall seem best” permitted the investment of the estate 
in other than legal securities . 21 However, in the Matter of 
McDowell 22 the court held that instructions in the instrument to 
“invest and reinvest all of said trust property as they shall deem 
wise and judicious for the best interests of the beneficiaries” did 
not authorize investments in non-legal securities ; especially since 
the testator's investments were superior to those in which the 
trustee invested. 

The trustee is governed only by the rule of good faith when 
the instrument gives wide discretion as to investments and 
expressly provides that he shall not be limited to investments “of 
the character permitted the investments of trust funds by the 
ordinary rules of law .” 23 “If the will implicitly allows invest- 
ments in other than court securities, the executor may so act, and 
a reference may be had for his guidance to the securities owned 
by the testator .” 24 

The grant of discretion in the making of investments does 
not protect the trustee in any investment he may make ; the courts 
have held that he must use good faith and reasonable prudence 


19 Estate of Elizabeth Chamberlin, N. Y., N. Y. Co. Sur„ N Y L T 
(1932) ; Matter of Clark, 257 N. Y. 132, 177 N. E. 397 (1931); In re 
Leonard s Will, 118 Misc. 598, 193 N. Y. S. 916 (1922). 

20 In re Maloney’s Estate, 120 Misc. 456, 198 N. Y. S. 788 (1923). 

21 Lawton v. Lawton, 35 App. Div. 389, 54 N. Y. S. 760 (1898) : See 

880° 195^ Y S 249Yl922) MiSC ’ 58 (1899) 1 Matter ° f Saltau ’ 118 Misc * 
* T 102 M isc ‘ 275 > 169 Y - S. 853, afPd., 193 App, Div. 914, 183 
N ‘ 952 > afFd -> 230 N - Y - 601, 130 N. E. 910 (1921). 
r ? 2 531 (1913) ; Matter of Jarvis, 110 Misc. 

L J 9 (19i2)^ tate ° f E lzabeth Chamberlin, N. Y., N. Y. Co. Sur. N. Y. 

24 In re Leonard’s Will, 118 Misc. 598, 193 N. Y, S. 916 (1922). The 
307 1S (1913) ted Matter of Van Saal ’ s Will, 82 Misc. Rep. 531, 145 N. Y. S. 



Trust Investing — New York Court Decisions 93 

in exercising his discretion. 25 The fact that the trustee has abso- 
lute and uncontrolled discretionary power does not free him from 
the fidelity and diligence that attach to his office. 26 The court 
has the power to review the exercise of discretion and to dis- 
approve improper investments. 27 The court stated its position 
In re Hall 28 saying: “Surely there is a mean between a govern- 
ment bond and the stock of an Alaska gold mine, and the fact* 
that a trustee is not limited to the one does not authorize him 
to invest in the other, . . . While, of course, all investments, 
however carefully made, are more or less liable to depreciate and 
become worthless, experience has shown that certain classes of 
investments are peculiarly liable to such depreciation and loss . . , 
a trustee should, therefore, avoid them, even though he sincerely 
believes a particular investment of that class to be safe as well 
as profitable/' 

Investment in Legals. — If words in the instrument creating 
the trust do not either expressly or impliedly give the trustee 
power to invest in non-legals, trustees are required to invest 
trust funds in investments sanctioned by law. 29 The investment 
power of trustees is held to be restricted in view of the fact that 
the statutes designate the types of securities which are proper 
investments for trust assets. 30 Any investment not so authorized 
is a breach of trust and the trustee is liable, unless otherwise 
directed by the will. 31 In re Randolph 32 the court said : “For many 
years back, and at present under the statutes of this state, trustees 
of express trust to hold and invest are permitted, in the absence 
of express directions to the contrary, to invest the trust funds in 
bonds and mortgages on unincumbered real property in this state 
worth 50 per cent more than the amount loaned thereon. But 
such permission, I think, is always coupled with the implied pro- 

25 In re Maloney’s Estate, 120 Misc. 456, 198 N. Y. S. 788 (1923); 
In re Hall 164 N. Y. 196, 58 N. E. 11 (1900) ; Guaranty Trust Co. v. 
Fisk, N. Y. Sup. Ct, N. Y. L. J. (1934). 

26 Carrier v. Carrier, 226 N. Y. 114, 123 N. E. 135 (1919). 

27 In re Keane, 95 Misc. 25, 160 N. Y. S. 200 (1916). 

28 164 N. Y. 196, 58 N. E. 11 (1900). 

29 In re King’s Estate, 130 Misc. 296, 224 N. Y. S. 283 (1927) ; Villard v. 
Villard, 219 N. Y. 482, 114 N. E. 789 (1916) ; King v. Talbot, 40 N. Y. 76 
(1869); In re Leonard’s Will, 118 Misc. 598, 193 N. Y. S. 916 (1922); 
In re Bernheimer’s Estate, 106 Misc. 719, 175, N. Y. S. 594 (1919) ; Matter 
of Wotton, 59 A. D. 584, 69 N. Y. S. 753, aff’d, 167 N. Y. 629, 60 N. E. 
1123 (1901). 

39 Matter of Wotton, 59 App. Div. 584, 69 N. Y. S. 753, aff’d., 167 N. Y. 
629, 60 N. E. 1123 (1901). 

31 In re Leonard’s Will, 118 Misc. 598, 193 N. Y. S. 916 (1922) ; In re 
Saltau’s Estate, 118 Misc. 880, 195 N. Y. S. 249 (1922). 

32 134 N. Y. S. 1117 (1911). 
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viso that such loan is to be in other respects reasonable and 
proper. The surrogate does not understand that this qualifica- 
tion, formerly well understood in Courts of Chancery, is abro- 
gated by the statutes of either England or New York regulating 
pro tanto the investments of trustees. On the contrary, this 
qualification must be read, as it were, into the statutes.” But In 
re Cady’s Estate 33 the court held that a trustee may make certain 
investments, according to statutory authority, without risk to 
himself. 

Investments During a Depression. — During the depression 
many securities lost their legal status, or were so threatened, 
while others showed a substantial depreciation. The situation 
created a problem for the trust institutions of retaining or dis- 
posing of these investments. In re Watson’s Estate 34 were set 
forth the principles which should guide a trustee in deciding 
when to dispose of non-legal investments of the testator, which 
the trustee was not authorized to retain. The decision reads: 
“I cannot find in this will an authority to hold these stocks as 
a permanent investment. I do feel that the trustees should have 
such time as good sound judgment may require to protect the 
estate against the sale of sound securities in a market that is of 
common knowledge depressed. 

“There is no advantage to an estate to arbitrarily, even under 
statute, deplete the estate. 

“The trustees are held to a diligent protection of the estate, 
and such exercise of judgment in the present condition of the 
market should not be marked arbitrarily by months.” 

Regarding the retention of the testator’s investments another 
decision said: “The test by which the conduct of the executors 
must be gauged is not whether or not some one, after the event, 
will assure the court . . . that the executors, in their estimation, 
did or did not do the best thing which was possible under the 
circumstances. It is whether they conscientiously took advantage 
of the sources of guidance which were reasonably available to 
them and governed themselves accordingly .” 35 

Even though trustees should convert unauthorized securities 
into legal investments within a reasonable time, they are allowed 
to use their discretion in the matter, and may not be liable for 
loss if they retain the investments, while awaiting a favorable 


oc S ^17 (1925) ; See In re Keane, 

95 Misc. 25, 160 N. Y. S. 200 (1916), and cases cited therein, for additional 
cases on the subject. 

34 145 Misc. 425, 261 N. Y. S. 327 (1931). 

86 Matter of McCafferty, N. Y. Kings Co. Sur. N. Y. L. J. (1933). 
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situation, provided they have employed diligence and prudence. 36 
But where the administrator made no effort to dispose of the 
decedent's stock of a private corporation which later became 
insolvent he was surcharged. In the words of the court : “Upon 
the evidence that no effort was made to sell the stock which had 
some value and later became worthless, the administrator must 
be surcharged with the value of the stock." 37 

In re Winburn’s Will 38 is a case involving losses incurred in 
the declining markets of 1929 and 1930. The testator held a 
diversified list of high grade stocks. He released his executors 
from any duty to sell them but two of the beneficiaries sought 
to surcharge the trustees for failure to sell. The court held that 
there had been no negligence and approved the account of the 
executors. In rendering the decision the court took specific 
notice of the business depression since October 1929, saying it 
“has been the worst and most far-reaching in the history of the 
world." In the course of the opinion the court said: “Cases are 
found wherein the depreciation of values of seasoned securities 
are accounted for by a general business depression and, in such 
instances, the courts have refused to surcharge representatives 
of the estate. . , . 

“There is no need for executors to jettison worth-while stocks 
during a financial panic. Executors need not wait on the stock 
market, but may properly be guided by the tests to be applied, 
which are : What has been the history of the companies during a 
period of years? Have they paid regular dividends of regular 
amounts? Have they a proper capital structure? Are they 
wisely officered? Has a successful business continued over a 
period of time? Have they achieved a standing in commercial 
circles? Have they behind them an established dividend record 
over a period of years? . . . When the executors took over the 
estate herein, a financial storm had set in — not country-wide but 
world-wide. And in the exercise of their judgment, they con- 
tinued to hold the securities for the purpose of passing them on 
to the trustees. The storm has not yet subsided. There is a 
strong undercurrent of depression still running. In the face of 
such conditions, I think it would be unreasonable to hold execu- 
tors liable for retaining such well seasoned securities in the light 
of the terms of the will and the intent of the testator. ... If 
foresight were generally as good as hindsight, it would be a far 

36 Matter of Weston, 91 N. Y. 502 (1883) ; Matter of Mercantile Trust 
Company, 156 App. Div. 224, 141 N. Y. S. 460 (1913). 

37 In re Lichtman’s Estate, N. Y. Bronx Co. Sur., N. Y. L. J. (1932). 

38 140 Misc. 18, 249 N. Y. S. 758 (1931). 
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more pleasant world in which to live. I wonder if the objectors 
would have asked for a surcharge if the executors had sold the 
securities and, within a reasonable time thereafter, the stock 
market had shown a good advance.” 39 

In the falling market of 1920 trustees were surcharged for 
gross negligence in failing to sell Interborough Rapid Transit 
securities. The surrogate said : “In my opinion, the trustees, in 
the exercise of due care, diligence, prudence and active vigilance, 
should have sold the bonds by the month of June, 1918, when the 
market had declined to eighty-two and showed every evidence of 
further decline. In April, 1918, the legislature had adjourned 
without granting relief to the Interborough Rapid Transit Com- 
pany, which had asked for an increase of fares. The municipal 
administration in Greater New York was and is still hostile to 
the company. It was and is still active in the endeavor to force 
municipal ownership and operation, creating a change in our 
theory of government. It sought then and still seeks to act in a 
manner which will cause the wreck of this property. The end 
of the war was not in sight. 

“With all these depressing and deplorable conditions, careful 
trustees should have foreseen that a further decline was sure 
and certain. These trustees should have sold the bonds, taken 
the actual loss and thereby saved themselves from criticism and 
liability. They should not have retained them except upon the 
consent of the beneficiaries. The loss resulted from the retention 
of the securities. Villard v. Villard (1916), 219 N. Y. 482, 114 
N. E. 789. The well-settled rules against laxity of trustees must 
not be impaired. I do not intend to hold them to a stricter degree 
of responsibility than ought to be severally required from execu- 
tors and trustees. I shall surcharge the trustees for a part of 
the loss sustained by Mrs. Vaughan to the extent of the last ten 
points of the decline, or $5,000.” 40 

Time Allowed for Changing Unauthorized Investments. 
— In King v. Talbot 41 the court held, as a general rule, that a 
trustee should convert non-legal investments into legals within 
one year. Later the court refused to define what is a reasonable 

89 For rulings on the question see : In re Beadleston’s Estate, 146 Misc. 
548 (1933); Matter of Pratt, 143 Misc. 751, 257 N. Y. S. 226 (1932); 
Matter of Chaves, 143 Misc. 868, 257 N. Y. S. 641 (1932) ; Chemical Bank 
and Trust Co. v. Reynaud, N. Y. S. Ct, Sp. T. Pt. Ill N. Y. L. J, 
(1932) ; In re Chamberlin’s Estate, N. Y., N. Y. Co. Sur., N, Y. L, J. 
(1932); In re Clark’s Will, 257 N. Y. 132, 1 77 N. E. 397 (1931); In re 
Wilmerdmg’s Will, 135 Misc. 674, 238, N. Y. S. 375 (1929) ; Matter of 
U. S. Trust Co., 189 App. Div. 75, 178 N. Y. S. 125 (1919). 

40 Matter of Jarvis, 110 Misc. 5, 180 N. Y. S. 324 (1920). 

41 40 N. Y. 76 (1869). 
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time for retaining non-legal investments of the testator, saying: 
“This is a question of business judgment for the fiduciary, for 
the determination of which it is paid, and which it, alone, must 
decide.” 42 Another court ruled that “where no modifying facts 
are shown to shorten or lengthen the reasonable time, the period 
of eighteen months may serve as a just standard; although it 
was also held that while such period furnishes a convenient 
guide where no special circumstances exist, it must, after all not 
be taken as a fixed or arbitrary standard. The test must remain, 
the diligence and prudence of prudent and intelligent men in the 
management of their own affairs.” 43 

Passive Trusteeship. — The courts not only hold a trustee 
liable for acting improperly, without due diligence and discretion, 
but also for not acting at all. The law recognizes no such thing 
as a passive trustee, hence frequently passive trustees, entirely 
innocent of any wrong intention, may suddenly be charged with 
loss for negligence. A recent decision of the Appellate Division 
of the New York Supreme Court in Brown v. Phelan 44 should 
be a warning to all passive trustees. A testator died in 1908, 
leaving an estate of over $1,000,000 in trust. Two sons and one 
cousin were appointed trustees; two of the trustees remained 
passive, while the third squandered the estate. A few years 
later, the two passive trustees were sued for loss and held liable. 
In answer to the argument that these trustees had no control over 
the estate, the court ruled that the defendants cannot be relieved 
from liability by a plea that they were merely passive trustees, 
having no control or management of the estate. The record 
clearly negatives any such claim and establishes their gross and 
inexcusable negligence in permitting the looting of the estate by 
their co-trustee. They are legally responsible for his act. 

A similar opinion was expressed in Adair et al v. Brimmer 
et al. 45 It is not necessary for the purpose of establishing Mr. 
Brimmer's liability for these advances to show his express con- 
sent to them. “Where an executor by his negligence suffers his 
co-executor to receive and waste the estate, when he has means 
to prevent it by proper care, he is liable to beneficiary” under the 
will for the estate thus wasted. 

. 42 In re Store’s Estate, 142 Misc. 54, 253 N. Y. S. 834 (1931), which 
cited Matter of Wiesstnan’s Estate, 140 Misc. Rep. 360, 363, 250 N. Y. S. 
500; Matter of Ebbet’s Estate, 139 Misc. 250, 252, 248 N. Y. S. 179; Matter 
of Wander’s Estate, 141 Misc. Rep. 584, 252 N. Y. S. 813. 

43 In re Watson’s Estate, 145 Misc. 425, 261 N. Y. S. 327 (1931), citing 
Matter of Weston, 91 N. Y. 502. 

44 224 N. Y. S. 391 (1927). 

45 74 N. Y. 539 (1878). 
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This point was also emphasized in the Matter of Myers 48 
where the court said : “The executors were all properly charged 
with liability to account for and pay over the income of the trust 
estate, under the proofs in this case. They all qualified ; they all 
united in causing the inventory to be made ; they must all have 
known of the condition of the estate as disclosed by the inven- 
tory; two of them, certainly, had actual knowledge of the use 
which was made of the property; if the others did not know, 
they could have known by the exercise of ordinary care and 
vigilance that the funds had been diverted from the usual course 
of trust investments and were employed in the business of the 
new firm.” 

Trustee's Power of Sale. — The general rule is that trustees 
may not sell or vary specific securities received in trust unless 
so authorized (1) by the terms of the trust instrument, either 
expressly or by implication; or (2) by the court. If the trust 
instrument expressly empowers the trustee to sell he has full 
authority to sell the trust assets 47 but he must comply with the 
terms of the instrument, if any, on the matter. 48 The power to 
sell may be mandatory 49 and if so the trustee must exercise the 
power at the time 50 and according to instructions. If the power 
to sell is discretionary, 61 good faith and the prudence and diligence 
of a reasonable man is called for. When an absolute power of 
sale is conferred upon the trustee, the addition of words sug- 
gesting a time for its exercise, or indicating the testator’s desire 
in that regard, does not restrain or limit the action of the trustee. 62 
Apparently a single exercise of the power to sell by a trustee 
does not exhaust such an authority unless a permanent reinvest- 
ment is contemplated by the trust instrument. 53 

Although the terms of the trust do not empower the trustee 
to sell, such power will be implied if a sale of trust property is 
required for the proper execution of the trust purpose. 54 

48 131 N. Y. 409 (1892). 

47 In re Lichtenberg’s Estate, 114 Misc. 89, 185 N. Y. S. 913 (1921). 

48 In re Pressprich’s Estate, 124 Misc. 15, 207 N. Y. S. 412 (1924); 
In re Toplitz’s Estate, 109 Misc. 401, 179 N. Y. S. 876 (1919), aff’d. 191 
App. Div. 477, 181 N. Y. S. 483 (1920). 

49 Simonds v. Rowe, 110 Misc. 52, 180 N. Y. S. 677, aff’d, 195 A. D. 
914, 185 N. Y. S. 954 (1920). 

60 Fraser v. Bowerman, 104 Misc. 260, aff’d, 187 A. D. 926, 174 N. Y. S. 
903 (1918). 

51 In re Presspricfrs Estate, 124 Misc. 15, 207 N. Y. S. 412 (1924). 

62 Ibid. This decision cited many other cases on this point. 

53 Hatt v. Hagaman, 12 Misc, 171, 33 N. Y. S. 5 (1895). 

54 In re George’s Executors, 120 Misc. 171, 197 N. Y. S. 716, (1923); 
Burnham v. White, 117 A. D. 515, 102 N. Y. S. 717 (1907) ; Mertz v. 
Guaranty Trust Co. of N. Y, 247 N. Y. 137, 159 N. E. 888 (1928). 
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If the trustee is not empowered to sell trust property by the 
trust instrument, he may be authorized by a court of equity to 
do so 55 when an exigency arises which was not contemplated by 
the testator , 56 when the income from the trust property is less 
than was expected by the creator , 57 or when the estate has become 
virtually unproductive . 58 

“While . . . the general rule is . . . 'that trustees may not sell 
or vary specific securities given in trust, nor securities left by a 
testator, in which he has himself invested the funds' . . . this rule 
does not prevent trustees from converting wasting securities into 
those of a permanent character, and converting investments, that 
are not authorized by law, into such as are allowed by law /' 59 

Exemption. — The grantor has full authority to prescribe the 
duties of a trustee regarding the investment of trust funds. Such 
a power includes the right to exempt the trustee from liability 
for loss or depreciation. If the instrument clearly embodies such 
provisions they are effective in the absence of bad faith . 60 

A will provided that the trustee should not be liable for any 
loss unless due to actual fraud. Although the trustee's adminis- 
tration showed negligence, carelessness and lack of prudence, he 
was not liable because actual fraud was not proved . 61 In re 
Olmstead 62 where the trustees were exempted from liability for 
loss unless due to gross neglect, they were held liable. The 
court ruled that such a provision did not exempt the trustees for 
authorizing the receipt of the proceeds of a life insurance policy 
by a third person on a mere promise to apply the money in 
repairing the damaged property. In another case the trustees 
were given wide discretion and were not to be held liable for 
loss so long as they exercise sound judgment and act in good 
faith. But the trustees were liable for not selling the invest- 
ments on a declining market when it was clearly evident that 
proper attention would have shown that losses were inevitable 
if the securities were retained . 63 


55 In re Roscoe’s Will, 127 Misc. 773, 216 N. Y. S. 620 (1926) ; Matter 
of Ascii, 75 A. D. 486, 78 N. Y. S. 561 (1902) ; In re Mills, 28 A. D. 258, 
50 N. Y. S. 995 (1898). 

56 Matter of Pulitzer, 139 Misc. 575, 249 N. Y. S. 87 (1931). 

67 Matter of Morris, 63 Hun. 619, 18 N. Y. S. 680, aff’d., 13 N. Y. 693, 
31 N. E. 627 (1892). 

58 Webster Realty Co. v. Delano, 135 App. Div. 488, 120 N. Y. S. 440 
(1909). 

59 In re Quinby’s Will, 134 Misc. 296, 235 N. Y. S. 308 (1929). 

60 Gould v. Gould, 126 Misc. 54, 213 N. Y. S. 286 (1925) ; In re Clark’s 
Will, 257 N. Y. 132 (1931) ; In re Fulton Trust Co., 257 N. Y. 132 (1931). 

61 In re Knower’s Estate, 121 Misc. 208, 200 N. Y. S. 777 (1923). 

62 52 App. Div. 515, 66 N. Y. S. 212 (1900). 

T ~ ■ * — - ™ XT 
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Where the trustees were “chargeable only with the exercise 
of reasonable care and diligence and neither of them shall be 
liable for any mistakes of judgment” the court ruled that such 
discretionary investment powers did not entitle the trustees to 
purchase the stock of a new corporation, for it would mean 
“leaving the field of investment and entering the domain of 
speculation.” Thus, the trustees were not exempted. The court 
decreed that the purchase of stock under such conditions was a 
breach of trust . 64 

It is clear that the New York Courts construe immunity 
clauses strictly and that trustees are held to the common duties 
of their position . 65 

Continuing Investments Received From the Grantor. — 
It is a well settled rule in New York that a trustee may retain 
such investments of the creator of the trust as are legal for trust 
funds or he may retain non-legal investments if authorized by 
the trust instrument . 66 When a trustee assumes a trust, if he 
finds the fund invested in non-legals, it is his duty, unless 
empowered by the trust instrument to the contrary, to convert 
them into authorized investments . 67 Otherwise retention becomes 
an affirmative act of adoption, equivalent to making an investment 
in unauthorized securities . 68 “When a trustee finds the estate 
committed to him already invested in interest-bearing securities, 
we are not inclined to say that it is his absolute duty at once to 
dispose of them, without regard to the market, or the demand 
for them, or the ruling price, or the probability of an advance 
in their value. It is sufficient to say, however, that, ordinarily, 
if a trustee sees fit to continue such investments after he shall 
have had a reasonable opportunity to sell them without loss and 
to invest them in those securities which by law he is authorized 


64 Guaranty Trust Co. of N. Y. v. Fisk, N. Y. Sup. Ct, N. Y. L. J. 
(Feb. 28, 1934). 

65 Adair v. Brimmer, 74 N. Y. 539 (1878) ; In re Olmstead, 52 App. 
Div. 515, 66 N. Y. S. 212 (1900) ; In re Jarvis’ Estate, 110 Misc. 5, 180 
N. Y. S. 324 (1920). 

66 In re Winbum’s Will, 140 Misc. Rep. 18, 249 N. Y. S. 758 (1931) ; 
In re Wilmerding’s Will, 135 Misc. Rep. 674, 238 N. Y. S. 375 (1929) ; In 
re Channing’s Estate, 129 Misc. Rep. 393, 222 N. Y. S. 351 (1927) ; In re 
Leonard’s Will, 118 Misc. Rep. 598, 193 N. Y. S. 916 (1922) ; In re Bern- 
heimer’s Estate, 106, Misc. Rep. 719, 175 N. Y. S. 594 (1919). 

67 In re King’s Estate, 130 Misc. 296, 224 N. Y. S. 283 (1927) ; In re 
Soltau’s Estate, 118 Misc. 880, 195 N. Y. S. 249 (1922) ; In re Hirsch’s 
Estate, 116 App. Div. 367, 101 N. Y. S. 893, aff’d., 188 N. Y. 584 (1906) ; 
Matter of Myers, 131 N. Y. 409, 30 N. E. 135 (1892) ; In re Weston’s 
Estate, 91 N. Y. 502 (1883). 

68 Matter of Hirsch’s Estate, 116 App. Div. 367, aff’d., 188 N. Y. 584 
(1906 ) ; Matter of Myers, 131 N. Y. 409 (1892). 
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to hold, it must be an exceptional case which will justify him in 
his failure to do so, where as a result of that failure there has 
been a loss /" 69 In general, trustees should follow the same rules 
in retaining investments as in the making of original investments. 
A New York court has declared, however, that in retaining 
investments received from the creator of the trust, even if they 
should not be continued under the terms of the state law, the 
trustee is not governed by the same strict rules of liability to 
which they are held in making original investments . 70 

For the most part the courts of New York have been inclined 
to be liberal in construing the provisions of the trust instrument 
to allow trustees to continue other than strictly legal securities. 
Where wills contained such directions as to keep the estate 
“invested in such securities as to the said executor shall deem 
best,” or that the trust principal is “to be invested by my said 
trustees in accordance with their best judgment and discretion,” 
or that the trustee shall keep the estate “invested in good, sound 
dividend-paying securities,” have been held sufficient to authorize 
the trustee in retaining investments made by the testator . 71 

Under one will, a trustee was authorized to receive securities 
and to hold them under trust, with a further provision that the 
trustee was not to be held liable for any loss resulting from 
retention of securities, or by reason of any investments made in 
accordance with directions. The trustee held, among other 
securities, certain shares of the Chicago, Milwaukee and St. Paul 
Railroad for thirteen years, and then sold them at a loss. The 
court, however, decided that this was not negligence on the 
trustee’s part, and that “it would be unreasonable to hold a trustee 
liable for retaining such securities under such conditions in the 
hope of a better market, when it was authorized by the terms of 
the trust to make such an investment originally .” 72 

When reasonable and warranted, New York courts tend 
to sanction the retention of the grantor’s investments, even 
though the trust instrument does not specify their continuance . 73 


69 In re Wotton, 59 App. Div. 584, 69 N. Y. S. 753 (1901). 

70 Jones v. Jones, 50 Hun. 603, 2 N. Y. S. 844 (1888); Wotton v. 
De Reau, 59 App. Div. 584, 69 N. Y. S. 753 (1901). 

71 In re Maloney’s Estate, 120 Misc. 456, 198 N. Y. S. 788 (1923) ; Law- 
ton v. Lawton, 35 App. Div. 389, 54 N. Y. S. 760 (1898) ; In re Leonard’s 
Will, 118 Misc. 598, 193 N. Y. S. 916 (1922) ; Duncklee v. Butler, 30 Misc. 
58 (1899). 

72 Matter of United States Trust Co., 189 App. Div. 75 (1919). 

73 Matter of McCafferty, N. Y., Kings Co. Sur. N. Y. L. J. (1933); 
Matter of Pratt, 143 Misc. 751, 257 N. Y. S. 226 (1932) ; Matter of Pulsi- 
fier’s Estate, N. Y., N. Y. Co. Sur., N. Y. L. J. (1932); Estate of 
Virginia Tryon Kent, 261 N. Y. S. 698 (1932). 
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If a trustee “continues non-legal investments and a loss occurs 
he must justify his acts by proof of circumstances over which he 
had no control, or by proof that under the circumstances existing 
he has acted as ‘in general, prudent men of discretion and intel- 
ligence* would have acted .” 74 General powers to retain do not 
free the trustee in retaining non-legals in all circumstances . 75 
Protection is given only if the trustee uses sound discretion as 
well as the care and prudence of a reasonable man dealing with 
his own funds . 76 

Retaining Authorized Securities Which Subsequently 
Change in Form. — The grantor's investments which are author- 
ized to be retained, should be disposed of if through a subsequent 
change in form they cease to be the type of security originally 
authorized to be retained . 77 A trustee was authorized to retain 
stock in which the grantor had invested but new investments 
were to be made in “legals.” The grantor had invested in stock 
of the Standard Oil Company so when the company was split up 
by a court decree, the trustee received stock of the various sub- 
sidiary companies. The court ruled that the terms of the will 
did not justify the retaining of stocks in their new form . 78 A 
New York court ruled that it is cc a question of fact as to whether 
the new securities which have come into the hands of the trustee 
in substitution for those received from the testator are merely 
the securities of the same corporation under another name or 
whether they are those of distinctly different or materially altered 
businesses .” 79 

Stock Rights. — Unless authorized by the trust instrument 
trustees may not exercise stock rights to subscribe to stocks where 
such rights are issued upon stocks held in trust . 80 Where trustees 
were authorized by a will to retain stocks purchased by the 
testator, it was held that “authority to exercise rights to subscribe 
must be deemed to be incidental and appurtenant to the original 

74 In re Parson’s Estate, 143 Misc. 368, 257 N. Y. S. 339 (1932) ; In re 
Sprong’s Estate, 144 Misc. 293, 259 N. Y. S. 77 (1932); Matter of 
McCaiferty, N. Y., Kings Co. Sur., N. Y. L. J. (1933) ; Costello v. Costello, 
209 N. Y. 252, 103 N. E. 148 (1913). 

75 In re Channing’s Estate, 129 Misc. Rep. 393, 222 N, Y. S. 351 (1927). 

76 In re Wilmerding’s Will, 135 Misc. Rep. 674, 238 N. Y. S. 375 (1929) ; 
In re Channing’s Estate, 129 Misc. Rep. 222 N. Y. S. 351 (1927) ; Chemical 
Bank and Trust Co v. Raynoud, N. Y. S. Ct., Sp. Tt. Pt. Ill N. Y. L. J. 
(1932) ; In re Pratt’s Estate, 143 Misc. 751, 257 N. Y. S. 226 (1932). 

77 Mertz v. Guaranty Trust Co., 247 N. Y. 137, 159 N. E. 888 (1928) ; 
In re Franklin Tr. Co., 84 Misc. 686, 147 N. Y. S. 885 (1914) : In re 
Bannin, 142 App. Div. 436, 127 N. Y. S. 92 (1911). 

78 In re Franklin Trust Co., 84 Misc. 686, 147 N. Y. S. 885 (1914). 

79 In re Iiarriman’s Estate, N. Y. Sur., N. Y. L. J. (1931). 

80 In re Davison’s Executors, 134 Misc. 769, 236 N. Y. S. 437, (1929). 
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grant of authority to the trustees /' 81 A will authorized the 
retention of New York Central Railroad stock but stated that 
“any investment or reinvestment of any funds . . . shall be made 
only in such classes of investment as an executor or trustee is 
alone allowed by law to make." Trustee purchased stock rights 
of New York Central Railroad and subscribed to the stock but 
the court held that such action was unauthorized . 82 

Continuing the Grantor's Business. — In the absence of 
power to carry on the grantor's business, it is the trustee's duty 
to close up the trade, to withdraw the trust fund, and to invest 
it in the proper securities as soon as possible. The reason is 
that the hazards of trade and business are too great to render 
such operations proper for trustees . 83 The rule is clear in New 
York that the business of the grantor may not be continued by 
the trustee unless he is expressly so empowered . 84 Although the 
grantor may authorize or direct the continuance of his business 
“the intention of a testator to confer upon an executor power to 
continue a trade must be found in the direct, explicit and 
unequivocal language of the will or else it will not be deemed to 
have been conferred ." 85 If the trustee is granted such a power 
he is authorized to conduct “the business in the usual manner 
unless otherwise expressly directed or limited ." 86 Such powers 
apply only to the individual business of the grantor and not to 
corporations in which he had stock investments . 87 

There are times, however, when it is necessary to carry on 
a business, or to complete the production of goods in process, or 
to create liabilities, or to carry out contracts, all being clearly 
for the best interests of the estate. If such a course is necessary 
the trustee will be permitted this latitude . 88 Undoubtedly, even 
in these cases, it would be advisable for the trustee to secure a 
court order as a matter of self protection. 


81 In re Vanderbilt's Estate, 132 Misc. 150, 229 N. Y. S. 631, (1928). 

82 In re Blake's Estate, N. Y. Kings Co. Sur, N. Y. L. J. (1933). 

83 See In re Gorra’s Estate, 135 Misc. 93, 236 N. Y. S. 709 (1929) for 
rules regarding continuing grantor’s business; Willis v. Sharp, 113 N. Y. 
586 (1889); Mai .or of Myers, 131 N. Y. 409 (1892); Warren v. Union 
Bank, 157 N. Y. 259 (1898) ; Matter of McCollum, 80 App. Div. 362 
(1903) ; Matter of Kohler, 231 N. Y. 353 (1921). 

84 Supra, n. 83. 

85 In re Gorra’s Estate, supra, n. 83 ; Willis v. Sharp, supra, n. 83 ; 
Matter of Kohler, supra, n. 83; Miller v. King, 166 N. Y. 394, aff’d., 168 
N. Y. 635 (1901). 

86 In re Gorra’s Estate, supra , n. 83 ; Matter of Kohler, supra, n. 83. 

87 Supra, n. 86. 

88 Pitts v. Jamison, 15 Barb (N. Y.) 310 (1853); Cornwell v. Deck, 
2 Redf. (N. Y.) 87 (1874). 
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Taking Over Investments From Predecessor Trustee.— 
The necessity for extreme care on the part of a succeeding trus- 
tee is shown in Villard v. Villard. 89 By the trust instrument the 
executors and trustees were authorized to retain any investments 
made by the testator. The executors made various changes in the 
list of investments, including the purchase of some common stock 
of the Baltimore and Ohio Railroad, which was not legal. At 
the time the succeeding trustee accepted them, it supposed such 
securities had been owned by the testator, and consequently made 
no effort to investigate. In the meantime the stock depreciated 
in value. The court held the trustee liable for the loss resulting 
from the depreciated stock, stating: 'The trustee at the time of 
delivery to and acceptance by it of said shares ... by the exercise 
of ordinary care, could have known that neither said stocks nor 
either of them were owned by the testator at his death. An 
inquiry would have been a simple act of prudence required by 
the measure of care owed by the trustee in the discharge of its 
duties.” If a trustee accepts investments chosen by his prede- 
cessor, which are not legal, he should convert them into securities 
proper for trust funds. 90 

The trust instrument empowered the trustee "to hold and 
retain at his discretion any and all of the securities and other 
property . . . said trustee shall not in making investments and 
reinvestments ... be limited to the investments authorized by 
law, and I hereby give him full and complete power and author- 
ity to invest . . .” The court said : "I hold that the language above 
quoted grants to the trustee the power to retain or reinvest the 
funds of the estate in non-legal securities as in their judgment 
may be proper and satisfactory (Matter of Clark, 257 N. Y. 
132). Such power conferred upon the original trustee as to 
investments may be exercised by the substituted trustees.” 91 

If a trustee is compelled by a court to take over from his 
predecessor securities of doubtful value which may have no 
market, he is required merely to show good faith in handling 
them and will not be held liable for loss if he uses his best 
judgment. 92 

Bank Deposits. — The law allows the trustee to deposit the 
trust funds in a bank for some time after their receipt, to enable 


89 219 N. Y. 482, 114 N. E. 789 (1916). 

90 In re Yung’s Estate, 103 Misc, 358, 170 N. Y. S. 303 (1918) : Villard 

Di7 N 9 Y S Y 687 2 ( ISM ) N ‘ R 789 (1916) : In re Dou * las ’ 60 A PP- 
In re Theband’s Estate, N. Y., N. Y. Co. Sur., N. Y. L. T. (1932). 
“Matter of Sherman, 180 A. D. 196 (1917). 
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the trustee to find a proper investment . 93 The courts, however, 
have held that trust funds may not be kept on deposit in a bank 
for a longer period than is reasonable while a proper investment 
is being obtained. In this regard a New York Court has said 
that “the deposit may be continued for so long a period as will 
enable the trustee, in the use of ordinary diligence, to obtain its 
secure and proper investment, or the exigencies of the estate 
may require. But where he fails by his neglect within a reason- 
able time to secure investments, and allows the money still to 
remain on deposit, and it is thereby lost, the law charges the 
trustee with the loss .” 94 Deposits for two years 95 and ten years 96 
have been held to be unreasonably long, thereby rendering the 
trustee liable. What constitutes a reasonable time is a question 
to be decided upon the circumstances of each case. 

Although the trustee is permitted to keep funds on deposit 
in a bank he should not place them on time deposit. A time 
deposit is an unsecured loan and is not proper. Further, the 
assets should be immediately available at the call of the trustee . 97 
It is permissible to deposit a small fund in a savings bank . 98 

Deposit of trust funds should be made in the name of the 
trustee as such and not on his behalf individually . 99 

Mortgages. — First mortgages on real estate with a sufficient 
margin of valuation have long been recognized as proper 
investments for trustees by New York statutes , 100 although 
there seems to be no definite court ruling on this point. Second 
mortgages are not proper investments; they are clearly pro- 
hibited by the wording of the statute, namely, that investments 
shall be made in mortgages upon unincumbered real property. 
This is the accepted rule laid down by New York Courts . 101 In 
rare cases, however, an investment secured by a second mortgage 
may be sanctioned by equity, but only when the security is ade- 


93 New York Banking Law, (1917) Sec. 188 (7) permitted deposit of 
such funds awaiting investment or distribution. 

94 In re Knight’s Estate, 4 N. Y. S. 412 (1888) ; Matter of Wotton, 59 
App. Div. 584, a fif’d., 167 N. Y. 629 (1901). 

95 Ibid. 

96 In re Donahue, 88 Misc. 359, 151 N. Y. S. 1094 (1914). 

97 Baskin v. Baskin, 4 Lans, (N. Y.) 90 (1871). 

98 In re Wiley, 98 App. Div. 93 (1904). 

99 Supra, ns. 97 and 98. 

100 New York Personal Property Law, Sec. 21; N. Y. Banking Law, 
Sec. 239. 

* 01 National Surety Co. v. Manhattan Mtg. Co., 185 A. D. 733, 174 N. Y. 
S. 9, (1919) ; In re Sherman, 180 A. D. 196, 167 N. Y. S. 682 (1917) ; In 
re Petrie, 5 Dem. Sur. N. Y. 352 (1886) ; Whitney v. Martine, 88 N. Y. 
535 (1882) ; King v. Mackellar, 109 N. Y. 215, 16 N. E. 201 (1888). 
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quate, and unusual circumstances justify the trustee in making 
this form of investment . 102 

Mortgage Participation Certificates —Such certificates 
are legal investments by statute 103 and they have been sanctioned 
by the courts . 104 'Whether a participation in bond and mortgage 
is a legal investment for trust funds depends solely upon whether 
it meets with the requirements of the statutes. ... It is clear that 
the Legislature intended the bond and mortgage to be the primary 
security, and the guaranty, if any, secondary. To render a par- 
ticipation in bond and mortgage legal, ... it is not necessary that 
there be a guaranty of payment .” 105 

A participating certificate which contained the following 
clause was held not to be a legal investment. 'The corporation 
upon the consent of the Guarantor, may at any time waive or 
modify any condition or provision contained in said bond and 
mortgage and extend or waive the payment of any instalment of 
principal under the terms of said bond and mortgage, provided 
that the Guarantor shall not be released in any event from paying 
this certificate in accordance with the terms thereof /' 106 

Corporate Stocks and Bonds. — Unless specifically author- 
ized by the statute, or by the trust instrument, a trustee in New 
York may not invest trust funds in corporate stocks and bonds . 107 
The best known opinion regarding corporate stocks was set forth 
by the New York Courts in the famous case of King v. Talbot , 108 
where the propriety of investments in stocks was questioned. 
On this point the court said : Tt is not denied that the employ- 
ment of the fund as capital in trade would be a clear departure 


102 Matter of Blauvelt, 20 N. Y. S. 119, aff’d., 60 Hun. 394 (1891). 

103 New York Personal Property Law, Sec. 21. 

104 In re Thomson’s Estate, 135 Misc. 62, 237, N. Y. S. 622 (1929); 
In re Union Trust Co., 219 N. Y. 514, 114 N. E. 1057 (1916) ; Estate of 
Alexander Fraser, N. Y. N. Y. Co. Sur., N. Y. L. J. (1933). 

105 In re Allen, 142 Misc. 113, 254 N. Y. S. 176 (1931). 

106 Ibid. 

107 In re Cady’s Estate, 211 App. Div. 373, 207 N. Y. S. 385 (1925); 

Matter of Hall, 164 N. Y. 196, 58 N. E. 11 (1900) ; Judd v. Warner, 2 
Dem. Sur. 104 (1883) ; In re Keteltas’ Estate, Sur. 6 N. Y. S. 668 (1889) ; 
the statutes of New York allow > mm in the bonds of certain 

approved companies which meet ic 1 aucb.l tests. 

108 40 N. Y. 76, 88, 89 — Other leading cases concerning the legality of 
a trust investment in corporate stock are the following: Hogan v. De 
Peyster, 20 Barb. 100 ; Mills v. Hoffman, 26 Hun. 594 ; Matter of Wotton, 
59 A. D. 584; Matter of Douglas, 60 A. D. 64; Matter of Hall, 164 N. Y. 
196; Adair v. Brimmer, 74 N. Y. 539; In Costello v. Costello, 209 N. Y. 
252, it was held that although the statutory and court rules in the state 
generally deny the trustees right to invest in stock, yet they do not 
invariably make such an investment illegal. The trustees in this case 
were authorized to accept corporate stock in exchange for an interest 
in a partnership. 
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from the duty of trustees. If it cannot be so employed under the 
management of a co-partnership, I see no reason for saying that 
the incorporation of the partners tends, in any degree to justify 
it. The moment the fund is invested in bank, or insurance, or 
railroad stock, it has left the control of the trustees; its safety, 
and the hazard or risk of loss, is no longer dependent upon their 
skill, care, or discretion, in its custody or management, and the 
terms of the investment do not contemplate that it will ever be 
returned to the trustees. If it be said, that, at any time, the 
trustees may sell the stock . . . and so repossess themselves of the 
original capital, I reply, that is necessarily contingent and uncer- 
tain ; and so the fund has been voluntarily placed in a condition 
of uncertainty, dependent upon two contingencies : First, the 
practicability of making the business profitable ; and, second, the 
judgment, skill, and fidelity of those, who have the management 
of it for that purpose.” 

If the terms of the trust instrument permit such investments, 
or give the trustee broad powers of investment, trust funds may 
be invested in corporate stock, provided the trustee uses due care 
and diligence . 109 

If it is necessary to purchase corporate stocks or bonds for 
the protection of the estate, the trustee will not be held liable 
for so doing . 110 

Promissory Note. — Promissory notes frequently form part 
of the trust principal, being received from the grantor or from a 
predecessor trustee. Few types of investment create greater 
responsibility for the trustee. In the administration of this form 
of investment the trustee should follow carefully the instructions 
in the instrument of trust. Personal securities received in trust 
which are not legal should be converted into proper investments. 
It is a rule in New York that a trustee may not invest trust funds 
upon personal property unless specifically authorized so to do by 
the trust instrument . 111 If a trustee makes a loan upon mere 
personal security he will be liable for whatever losses result to 
the estate . 112 If a trustee is granted broad discretion over invest- 
ments it is not prudent to invest in personal securities. The 

109 Inre United States Trust Co. of N. Y. 189 A. D. 75, 178 N. Y. S. 125 
(1919) ; See Guaranty Trust Co. v. Fisk, N. Y. Sup. Ct., N. Y. L. J. (1934). 

110 In re \ andcrbiliN Estate, 132 Misc. 150, 229 N. Y. S. 631 (1928). 

111 Matter of Krisfeldt, 49 Misc. 26, 97 N. Y. S. 877 (1905) ; King v. 
Talbot, 40 N. Y. 76 (1869); In re Foster’s Will, 15 Hun. 387 (1878); 
In re Petrie, 5 Dem. Sur. 352 (1886) ; In re Randolph, 134 N. Y. S. 1117, 
aff’d., 150 App. Div. 902, 135 N. Y. S. 1138 (1912); Wilmerding v. 
McKesson, 103 N. Y. 329, 8 N. E. 665 (1886) ; Deabold v. Oppermann, 
111 N. Y. 531, 19 N. E. 94 (1888). 

112 Ibid. 
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courts do not deem that personal sureties are sufficient security 
for a trust investment. It is felt that trust investments should 
contain a lien upon or interest in property having an intrinsic 
value sufficient to secure the safety of the investment. The value 
of a promissory note depends upon uncertain contingencies. 

If a trustee invests in promissory notes which are adequately 
secured by collateral, such investments may be satisfactory. The 
collateral, however, should be instruments which are in them- 
selves legal investments and the margin of safety should be ample. 

In Hodgman v. Cobb 118 it was ruled that a loan to a con- 
tingent remainderman was not a legal investment authorized by 
law. Executors of a sole stockholder should not loan the estate 
funds to the corporation. 114 

Sums due the testator should not be permitted to remain on 
deposit with, or as a loan to, a debtor. Under the Decedent 
Estate Law, Section 111, such amounts are not authorized as 
legal investments. 115 

Real Estate. — Trustees should not, except under unusual 
circumstances, invest trust funds in the purchase of real estate 116 
An investment in real estate is improper unless authorized by the 
trust instrument. 117 Trustees who, without authority in the will, 
deal in real estate, are liable for losses. A trustee should not 
place the trust assets in a leasehold estate in real property. 118 If 
a trustee without authority from the trust instrument, forms a 
real estate corporation for the holding or handling of securities 
or to take over the trust estate, he is liable for losses. 119 In 
Schummers’ Will 120 it was ruled that where the trust instrument 
does not clearly authorize the investment of the trust assets in 
land, the law will not permit such investments by executors and 
trustees. 

The trustee may purchase real estate if such a step is neces- 
sary in order to protect the estate. Likewise, the acquisition of 
realty through the foreclosure of a mortgage which is held by 
the trust estate is sanctioned to protect the trust interest. 

Trade or Business. — The investment of trust funds in trade 
or business is clearly prohibited unless the terms of the trust 


118 202 App. Div. 259, 195 N. Y. S. 428 (1922). 

114 East Side Packing Co. v. Fahy Market, 24 F (2d) 644 (1928). 

115 In re Keane, 95 Misc. 25, 160 N. Y. S. 200 (1916). 

116 Baker v. Disbrow, 3 Redf. 348; AfFd., 18 Hun. N. Y. 29 (1879). 

117 Matter of Trelease, 49 Misc. 205, 96 N, Y. S. 318, afFd., 115 App. 

Div. 654, 100 N. Y. S. 1051 (1906). ' ’ PP 

118 In re Anderson, 211 N. Y. 136 (1914). 

119 Matter of Lyall, 212 A. D. 417, 208, N. Y. S. 529 (1925). 

“°210 App. Div. 296, 206 N. Y. S. 113 (1924). 
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instrument empower the trustee to do so . 121 The legal principles 
governing such cases have been clearly set forth in the decisions 
of New York courts. The investment of trust assets in a trade 
or in a business, without specific authorization, is a breach of 
trust. If a trustee employs the trust principal in such a manner 
he will be compelled to stand all losses and to turn over all 
profits . 122 The employment of the trust estate in business is not 
considered sound discretion. It is deemed too speculative and the 
risks of loss too great. 

Investments of a Speculative or Untried Nature. — New 
York courts severely condemn investments of a speculative or 
untried nature . 123 In re Cady's Estate 124 the court said that 
“under no pretext whatever may trust funds be used for engaging 
in wild speculation. To so use them is illegal, and constitutes a 
devastavit , and the funds may be reclaimed not only from the 
trustee, but from any one receiving them with notice." Specula- 
tions as such are “beyond the powers of legal representatives to 
indulge in ." 125 The purchase of stock on the margin is not a 
proper investment . 126 

Investments in Other States. — In considering the validity 
of an investment in another state, one New York court has well 
stated the general rule on this subject : 127 “While therefore we 
are not disposed to say that an investment by a trustee in another 
state can never be consistent with the prudence and diligence 
required of him by law, we still feel bound to say that such an 
investment which takes the trust fund, beyond our jurisdiction, 
subjects it to other laws and the risks and inconveniences of 
distance and foreign tribunals, will not be upheld by us as a 


121 In re Hurlbut’s Executors, 210 App. Div. 456, 206 N. Y. S. 448 
(1924) ; In re Lyall’s Will, 212 App. Div. 417, 208 N. Y. S. 529 (1925) ; 
Warren v. Rochester Union Bank, 157 N. Y. 259, 51 N. E. 1036 (1898) ; 
In re Hall, 164 N. Y. 196, 58 N. E. 11 (1900) Willis v. Sharp, 113 N. Y. 
586, 21 N. E. 705 (1889) ; In re Gorra’s Estate, 135 Misc. 93, 236 N. Y. S. 
709 (1929). 

122 Supra, n. 121. 

123 Guaranty Trust Co. v. Fisk, N. Y. Sup. Ct, N. Y. L. J. (1934); 
Gould v. Gould, 126 Misc. 54, 213 N. Y. S. 286 (1926) ; Scandinavian 
Import-Export Co. v. Bachman, 195 App. Div. 297, 186 N. Y. S. 860 
(1921) ; Steel v. Leapold, 135 App. Div. 247, 120 N. Y. S. 569 (1909) ; 
Moore v. American Loan and Trust Co., 115 N. Y. 65, 21 N. E. 681 
(1889) ; Deabold v. Opperman, 111 N. Y. 531, 19 N. E. 94 (1888) ; King 
v. Talbot, 40 N. Y. 76 (1869) ; In re Hall, 164 N. Y. 196, 58 N. E. 11 
(1900). 

124 211 App. Div. 373, 207 N. Y. S. 385 (1925). 

125 Matter of Disbrow, 145 Misc. 584, 261 N. Y. S. 635 (1932). 

126 Steel v. Leopold, 135 App. Div. 247, 120 N. Y. S. 569 (1909) ; Matter 
of Disbrow, 145 Misc. 584, 261 N. Y. S. 635 (1932). 

127 Ormiston v. Olcott, 84 N. Y. 339 (1881) ; see also Matter of Reed 
45 A. D. 196 (1899). 
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general rule and never unless in the presence of a clear and 
strong necessity/' 

In Denton v. Sanford 128 the court sanctioned an investment 
in a first mortgage on foreign real estate as being justified from 
the circumstances. If the trust instrument grants the trustee 
authority to make other than legal investments, he may invest in 
mortgages on real property situated in another , state, provided 
he uses proper care and good faith. 129 

The rule regarding investments in another state does not 
apply to government, railroad, and utility bonds which are 
authorized by statute. 

Maturity of Investments. — In re Blake's Estate 130 the will 
directed the trustee to accumulate income of the trust fund and 
to pay the principal and accumulations to beneficiary on her 
becoming of age in 1932. The trustee had invested a large pro- 
portion of the trust fund in mortgage participation certificates, 
legal for trust funds, maturing in 1935. The court held that such 
investments were not readily convertible into cash without danger 
of sacrifice, consequently to select such investments, maturing 
after the termination of the trust, which had a definite period to 
run, was improper. 

Part of the estate was invested in bonds which were listed on 
the stock exchange but they were held to be suitable irrespective 
of the maturity date. Commenting upon the two types of invest- 
ments the court said: “Whereas . . . the maturity of these bonds 
postdated by considerable periods the time when the beneficiary 
was entitled to receive payment of the accumulated income in 
cash, they were securities of an entirely different nature from 
the shares in the private mortgages hereinbefore considered. For 
securities of this type, a ready open market is maintained which 
enables a holder to realize upon them without difficulty or sacri- 
fice of their intrinsic value. ... In participations in mortgages, 
on the other hand, it is a matter of common knowledge that the 
market is almost wholly confined to the particular concerns by 
which such securities are issued, with the result that if the latter 
so elect, their saleability may be either wholly destroyed or the 
price depressed out of proportion to intrinsic value." Thus, they 
were not capable of the ready liquidation which would be 
required to enable the trustee to meet his obligations to the cestui 
que trust on the specified date. The bonds, however, were capable 
of the necessary ready liquidation. 

128 103 N. Y. 607 (1886). 

129 In re Pollocks Will, 134 Misc. 212, 236 N. Y. S. 149 (1929). 

130 N. Y. Sur., N. Y. L. J. (1933). 
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Investments in Name of Trustee. — Registering invest- 
ments in the name of the nominee is not sanctioned by the court, 
which said : “This is a practice which, although prevalent among 
trust companies in this city, is to be condemned. All securities 
held by a trustee should be registered in the name of the trustee 
as trustee under the particular trust. Otherwise a trustee could 
exhibit the same securities held by it under other trusts. Further- 
more, consider the confusion if a member of a firm acting as 
nominee of the trust company should go into bankruptcy .” 131 
The court was against permitting provisions to be inserted in a 
deed of trust authorizing such a practice. 

It is a well established rule in New York that trust funds 
should be invested in the name of the trustee as such 132 and not 
in his name individually. If they are kept in the name of the 
trust they can be identified and followed by all interested 
parties . 133 It is a breach of trust for which he will be held liable 
if a trustee takes title to the property in his own name, indi- 
vidually . 134 

Consent of Beneficiaries. — If the trustee makes or retains 
investments at the direction or wdth the consent of the bene- 
ficiary, and the latter has full knowledge of the transaction and 
of his rights, the trustee will not be liable for losses ensuing as a 
result of such investments . 135 Further, if the beneficiaries 
acquiesce or ratify the non-legal investment they are estopped 
from holding the trustee liable for losses incurred thereon . 136 

Beneficiaries have the right to affirm or disaffirm unauthor- 
ized investments, but if they elect they are bound by the deci- 
sion . 137 If beneficiaries accept securities on a distribution they 
are barred from objecting to them as improper investments . 138 


131 City Bank Farmers Trust Co., et. al. v. Burton, et. al. N. Y. S. 
Ct. N. Y. L. J. (1932) ; see also Estate of Thomas B. McManus, N. Y., 
N. Y. Co. Sur., N. Y. L. J. (1932). 

132 In re Union Trust Co., 219 N. Y. 514, 114 N. E. 1057 (1916). 

133 Ibid. 

134 In re Boies’ Estate, N. Y. Sur., N. Y. L. J. (1931). 

135 Matter of Kent, 261, N. Y. S. 698 (1932) ; In re Packard’s Estate, 
261 N. Y. S. 580 (1932) ; In re Sprong’s Estate, 144 Misc. 293, 259 N. Y. S. 
77 (1932) ; Matter of Disbrow, 145 Misc 584, 261 N. Y. S. 635 (1932) ; 
Furniss v. Zimmerman, 90 Misc. 138, 154 N. Y. S. 272 (1915) ; In re 
Westerfield, 48 App. Div. 542, 63 N. Y. S. 10 (1900) ; Matter of Hall, 
164 N. Y. 196, 58 N. E. 11 (1900) ; In re Reed, 45 App. Div. 196, 61 N. Y. S. 
50 (1899) ; Adair v. Brimmer, 74 N. Y. 539 (1878) ; Villard v. Villard, 
219 N. Y. 482, 114 N. E. 789 (1916) ; In re Keane, 97 Misc. 213, 162 
N. Y. S. 856 (1916). 

136 Ibid. 

137 Hine v. Hine, 118 App. Div. 585 (1907). 

138 In re Kent, 173 App. Div. 563, 159 N. Y. S. 627 (1916). 
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Improper Investments — Liability for Loss. — If a trustee 
makes an unauthorized investment he will be required to make 
good any loss resulting to the estate as a result of his improper 
conduct. However, the estate is entitled only to the damage 
which has occurred ; loss to the estate is the only basis of a sur- 
charge . 139 If the court surcharges the trustee for loss sustained 
upon his investments, the trustee is entitled to the securities , 140 
subject to the beneficiaries’ lien thereon, as part of his assets out 
of which he is chargeable to make good the loss. 

When a trustee violated an instruction in the trust instrument 
to invest in certain securities or to lend upon unincumbered and 
productive real estate worth at least twice as much as the loan, 
and accepted a mortgage on unproductive property worth less 
than the amount of the loan, he was removed . 141 An improper 
investment, however, is not necessarily ground for the removal 
of a trustee . 142 

189 Matter of McCafferty, N. Y. KinRs Co. Sur., N. Y. L. J. (1933). 

140 Matter of Lyall, 212 App. Div. 417, 208 N. Y. S. 529 (1925) ; Matter 
of Ryer, 94 App. Div. 449, affd., 180 N. Y. 532 (1905) ; Matter of Niles, 

113 N. Y. 547 (1889) ; Matter of Maitland, 81 App. Div. 633, aff’d., 178 
N. Y. 612 (1904). 

141 Matter of CumminRs, 193 App. Div. 596 (1920). 

142 Matter of Burr, 118 App. Div. 482 (1907). 



Chapter VII 

LEGAL CONTROL OF TRUST INVESTING AS SET 
FORTH IN MASSACHUSETTS COURT DECISIONS 

G eneral Rule of Guidance. — In Harvard College y. 
Amory 1 the Supreme Court of Massachusetts enunci- 
ated the basic rule which should govern trustees in 
making investments, unless the grantor had given specific direc- 
tions in the instrument creating the trust. The Court stated: 
“All that can be required of a trustee to invest, is, that he shall 
conduct himself faithfully, and exercise a sound discretion. He 
is to observe how men of prudence, discretion, and intelligence 
manage their own affairs, not in regard to speculation, but in 
regard to the permanent disposition of their funds, considering 
the probable income, as well as the probable safety of the capital 
to be invested/" A liberal construction has been given to this 
rule by the courts of Massachusetts for over one hundred years. 
“If a more strict and precise rule should be deemed expedient, 
it must be enacted by the legislature. It cannot be introduced 
by judicial decision without working great hardship and 
injustice /" 2 

Trustee Should Invest Within a Reasonable Time. — In 
Massachusetts it has been held that a trustee should invest the 
trust funds within a reasonable time . 3 However, what is a rea- 
sonable time is not made clear. It would probably be determined 
from the circumstances in a particular case, such as the amount 
of assets on hand, the availability of suitable investments, and 
business conditions. If a trustee does not keep the principal of 
the trust constantly invested he will possibly be surcharged a 
legal rate of interest . 4 

Implied Power to Invest. — The court held in Parkhurst v. 


1 9 Pick 446, 461 (1830). See also In re Hunt, 141 Mass. 515, 6 N. E. 
554 (1886) ; Thayer v. Dewey, 185 Mass. 68, 69 N. E. 1074 (1904) ; Lannin 
v. Buckley, 256 Mass. 78, 152 N. E. 71 (1926) ; Dexter v. Dexter, 274 
Mass. 273, 174 N. E. 493 (1931) ; Creed v. McAleer, 275 Mass. 353, 175 
N. E. 761 (1931). 

2 Brown v. French, 125 Mass. 410 (1878); Appeal of Dickinson, 152 
Mass. 184, 25 N. E. 99 (1890). , _ 

s Ogden v. Allen, 225 Mass. 595, 114 N. E. 862 (1917). 

4 Fay v. Howe, 1 Pick. 527 (1823) ; Boynton v. Dyer, 18 Pick. 1 (1836). 
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Ginn 5 that a trustee may have implied powers to invest and 
re-invest even though such powers are not expressly given. The 
duty of a trustee to invest is imposed upon him by law, so it is 
not necessary that the instrument contain specific directions in 
that regard. 

Instructions in the Trust Instrument. — I f the trust 
instrument contains instructions regarding investments, the 
trustee will be bound by such directions . 6 

Discretionary Investment Powers. — There are few deci- 
sions in Massachusetts pertaining to discretionary power over 
investments, due to the fact that in Massachusetts trustees are 
by law given wide discretion in the matter of investing. They 
are, however, bound by law to exercise a sound discretion . 7 Even 
so, powers frequently contained in trust instruments “to invest 
and reinvest the trust fund in such manner as the trustee may 
deem expedient,” mean virtually nothing . 8 In Davis, Appellant 9 
the trustee was given “full power to make . . . investments . . . 
as to them shall seem expedient;” the trustee to have the same 
control over the property as the creator then had. The court 
held that these words merely gave the trustees power to deal 
with the estate freely and expeditiously but did not release them 
from the duty to exercise sound judgment and discretion in 
selecting investments. 

In Brown v. French 10 the trustees were authorized to “use 
their own judgment as to investing the moneys.” At the same 
time the will recommended the propriety of keeping at least half 
of the estate invested in mortgages or unincumbered realty. The 
trustees invested a large proportion of the fund in railroad bonds 
which depreciated in value. Yet, the trustees were exonerated 
from any liability, the court holding that the will gave them 
wide discretion to act as they saw fit. 

A trust was created for the testator's daughter for life. The 
trustees were given broad powers to sell the real estate, to invest 


rp }}2 21' ^ (1917) ; See also Jones v. Atchison, 

bsmLsJ; a-ftHSft&j 3 N - E 43 <1889 >' °* d “ ’• A11 “. 

S31 S 72°N Ce E er 71 C ( t i y 904) iSSiOnary S ° dety V ' Memorial Church > 186 Mass. 

J See Green v . Crapo, 181 Mass. 55, 62 N. E. 956 (1902) for facts 
which indicate the exercise of sound discretion. 

In certain specific classes of cases discretionary powers of invest- 

^ nt n l 2n^ be ^ ry i nip0rt 4 nt - SeeGrem v - Crapo, 181 Mass. 55, 62 N. E. 
956 (1902) ; Eldredge v. Heard, 106 Mass. 579 (1871) ; Old Colonv Trust 
Co v. Shaw, 261 Mass. 158, 158 N. E. 530 (1927) 

499 - 67 N. E. 604 (1903) ; Kimbail v. Whitney, 233 Mass. 

“12S 19 : Lss. 410 (1878). 
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and reinvest and to change investments “in such manner as they 
may deem most beneficial for the parties interested in the fund/’ 
The instrument recommended that the trustees invest in real 
estate in Boston when a favorable opportunity offered. The 
estate contained some unproductive real estate in Boston which 
was enhancing in value. One of the trustees had a half interest 
in this unproductive land. Some of the other remaindermen 
were poor. The trustees refused to sell this property on the 
ground that the income of the trust fund was ample for the 
beneficiaries. The life tenant objected to this method of handling 
the estate and sought to compel a sale of the real estate. The 
court, however, refused to interfere, as the trustees had been 
given full power to deal with the estate . 11 

“If the trustee exercises the power in good faith and with 
honest judgment and due regard for the purpose for which the 
trust was created, and not capriciously or arbitrarily or from 
fraudulent or selfish motives, his conduct will not be reviewed or 
controlled by the courts .” 12 The testator owned the property 
and had a right to entrust the discretion to the trustee. “Hence 
this court will not substitute its judgment for that of the 
trustee .” 13 

Error in Judgment. — “A trustee cannot be held liable for 
a mere error of judgment in making or failing to make an invest- 
ment, or in his management of the trust estate in other respects 
unless the error is so gross as to show that he either acted in 
bad faith or failed to exercise that sound discretion which the 
law requires of all trustees in the performance of their official 
duties .” 14 

Exemption. — In North Adams National Bank v. Curtiss 15 
it was held that the grantor has the power to expressly exempt 
a trustee from personal liability. Such a power was deemed to 
be sufficient to exempt trustees for loss from investments made 
in good faith. The provision that the trustee was to have “the 
same dominion and control over said trust property as I now 
have” did not exempt him from being surcharged for a dispro- 
portionate investment. The court held that the trustee was 


1:L Eldredge v. Heard, 106 Mass. 579 (1871) ; Green v. Crapo, 181 Mass. 
55, 62 N. E. 956 (1902). 

12 Newhall, Guy, “Discretionary Powers of Trustees,” Trust Com- 
panies , Vol. 50 (May 1930), p. 731. 
ls Newhall, op. cit. 

14 Pine v. White, 175 Mass. 585, 56 N. E. 967 (1900) ; Taft v. Smith, 
186 Mass. 31, 70 N. E. 1031 (1904). 
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obligated to use sound discretion and reasonable care . 16 If a 
trustee does not act within the scope of his powers, an immunity 
clause is of no protection. Thus, a trustee that was liable “only 
for the result of his own gross negligence or bad faith” was not 
exonerated from a wilful and deliberate breach of trust . 17 

Passive Trusteeship. — The Massachusetts Courts require 
the trustee to exercise sound discretion, reasonable skill and pru- 
dence in the management of a trust. A trustee is liable for easy 
complacence or negligence for the law does not recognize such a 
thing as a passive trusteeship. This point was clearly brought 
out in the case of State Street Trust Company v. Walker . 18 
There the court said: “The decline in value of the real estate 
covered by the Witherell mortgage had begun before the maturity 
of the note, and this condition could have been discovered by the 
exercise of reasonable diligence. . . . The State Street Trust 
Company, if it had examined the securities when it was appointed, 
could have ascertained the present value of the property, the 
change in the conditions of the neighborhood and the consequent 
depreciation. The report of its expert called these matters directly 
to its attention.” The exercise of reasonable skill and prudence 
would have revealed the situation of the investment and disclosed 
the proper measures to take in order to protect the rights of the 
beneficiaries. Since the trustees failed to act they were jointly 
and severally responsible for the loss and were charged with the 
investment less the amount received upon foreclosure. 

Retaining Investments Received from the Grantor. — 
The Massachusetts courts have enunciated the principle that the 
trustee carries the same duty with respect to retaining the invest- 
ments received from the grantor as in making new investments. 
The famous case of Harvard College v. Amory 19 is the land- 
mark in this regard. Where the trustee uses reasonable prudence 
and good faith in retaining the investment, unless the trust instru- 
ment contains specific directions to the contrary, he is absolved 
from loss. The fact that the creator of the trust selected the 
investments and turned them over to the trustee without instruc- 
tions to dispose of them, shows that they have his confidence 
and commends them for retention as part of the trust, so long 
as there is no doubt of their safety. This principle was recently 
confirmed in the decision of Creed v. McAleer. Here the court 
said. The same rule obtains in regard to property which comes 

16 In re Davis 183 Mass. 499 (1903). 

SfflFSLI: M “ ! ' 33s ’ 115 N - E - 424 <15I?) - 

19 26 Mass. 446 (1830). 
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to trustees from the testator not specifically bequeathed as obtains 
in respect to new investments, and when so received it should not 
be allowed to continue but should be converted properly into safe 
investments /' 20 Although the grantor's investments are proper 
for the trustee to retain, that fact does not free the trustee from 
further care. Sound discretion obligates him to give close super- 
vision, to prevent losses as far as possible. It is not necessary 
to sell, however, merely because an investment is depreciating. 
A trustee received stock of a railroad as part of the trust estate. 
There was a falling market and the stock was depreciating in 
value, but the trustee continued the investment in good faith, 
believing it would be a sacrifice to sell. The court ruled that 
this was not chargeable conduct . 21 

If the instrument of trust authorizes the retention of improper 
investments such authorization will be given due consideration 
by the courts. Even here, however, the rule of sound discretion 
is not totally annulled . 22 The trustee should still give adequate 
supervision and sell whenever conditions so warrant in order to 
avoid unnecessary losses. However, in North Adams National 
Bank v. Curtiss , 23 the court said that “retention by trustees of 
stock authorized by the testator to be retained may have the 
approval of the court, even though they depreciated greatly in 
value." 

Several Massachusetts decisions have dealt with the question 
of retaining authorized securities which subsequently changed 
in form. In re Plunkett 24 the trustee was authorized to retain 
certain shares of stock. Later the company which these shares 
represented was consolidated with other companies. The court 
ruled that the stock of the consolidated company was “an invest- 
ment in a new entity, different in form and substance . . . and could 
not be held to be an investment" according to the terms of the 
will. The court insisted that “taking into consideration the set-up 
of the Berkshire Mine Spinning Associates, its capitalization, its 
charter powers, etc., the court finds as a fact that it was a new 
and different entity from either the Greylock Mills or the Berk- 
shire Manufacturing Company"; . . . The acquisition of said 

20 275 Mass. 353, 175 N. E. 761 (1931); Dexter v. Dexter, 174 N. E. 
493 (1931). 

21 Bowker v. Pierce, 130 Mass. 262 (1881); Green v. Crapo, 181 Mass. 
55 (1902). 

22 Discretionary powers of a trust may be subject to court supervision. 
In re Davis, 183 Mass. 499 (1903). 

23 278 Mass. 471 (1932). (Speaking of the Old Colony Trust Co. v. 
Shaw decision.) 

24 Probate Court for Berkshire County, No. 30505. This case is being 
appealed to the Supreme Judicial Court of Massachusetts. 
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shares was not authorized under the provisions of the will, but 
was in violation thereof. The conduct of the trustees . . . con- 
stituted an unauthorized and wrongful disposition of the trust 
estate/' 

In Anderson v. Bean 25 the trustee owned one-half of the 
stock of a corporation as trustee and one-half individually. A 
new corporation was organized in Massachusetts to take over 
the former one, a Maine company. The trustee was authorized 
to continue to hold the grantor’s stock, so he substituted the 
stock of the new corporation for that of the old one. The court 
held that the trustee had not exceeded his authority. The reten- 
tion provision of the instrument covered the situation on the 
grounds that the business itself and not the legal form constituted 
the primary corpus. 

If trustees are given broad discretion to continue to hold “as 
long as they think wise . . . stock in mining companies and any 
other securities or property” in the estate at the testator’s death, 
even though unproductive of income, or of a kind not usually 
suitable for trustees to hold, or a larger proportion in one invest- 
ment than the trust estate should hold, and if the will authorized 
the trustees to invest money in such property as they might deem 
wise, such a provision is held to empower the trustees to retain 
the testator’s investments in mining stock. Even after these 
companies consolidated with others, the stock of the consolidated 
company was permitted to be retained, the court saying : 26 “The 
power to retain the stock in the mining companies found in the 
estate of the testator as a permanent investment is conferred on 
the trustee by the eighth clause of the will quoted, supra; and 
the provision of the seventh clause which authorizes the trustee 
‘to invest all money from time to time in such real or personal 
property as they may think wise,’ by necessary implication broad- 
ened the power, conferred by the eighth clause, to retain the 
stock interest in its then form, into a power to convert or 
exchange that stock into a stock or interest in a mining corpora- 
tion to be formed in accordance with law by the merger or 
consolidation of the Calumet Company and the Osceola Company 
with other mining companies in which the Calumet Company 
owned a large if not the controlling stock interest. It results 
that the stock held by the trustees in the Consolidated Company 
is an authorized investment and no duty has ever rested upon 
the trustees either to convert the stock which was in the estate 
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into another form of investment or to hold and administer the 
stock interest as if a conversion had been made at the date of 
its acquisition.” 

In both cases, In re Plunkett and in Anderson v. Bean, the 
courts decided the power of retention applied to stock dividends 
and to the exercise of stock rights. 

Changing Investments. — It has been emphasized that 
“investments carefully and judiciously made are not, as a general 
rule, to be disturbed .” 27 “The argument of the tenant for life, 
that the practice of holding of securities until their maturity 
would deprive him of the very care and ability in the management 
of the trust for which he pays compensation to the trustee, can 
readily be pressed so far as to sanction the practice of trading 
and trafficking in trust securities, which would be attended with 
dangerous results to the trust fund .” 28 The trustee is not obli- 
gated to dispose of investments merely because they have 
appreciated in value . 29 

The power to change investments may be conferred upon the 
trustee by the instrument creating the trust, either specifically 
or by implication . 30 

Holding or Disposing of Securities — Facts to Be Con- 
sidered. — In the case of North Adams National Bank v. Curtiss 31 
are found some pertinent points as to facts to be considered 
in deciding whether securities should be retained or sold. The 
investments in question were in securities of the American Tele- 
phone and Telegraph Company, General Electric Company, and 
the First National Bank of Boston. In deciding what course 
should be taken in regard to holding or disposing of the securities 
the fact that the investments had been made by the testator and 
not by the trustee, that the testator had a reputation of being 
a man of sound business judgment, and that he included in his 
will provision for the guidance and protection of the trustee, were 
factors to be considered by the trustee along with the other facts. 

Handling Unproductive Property. — In Ogden v. Allen the 
court said: “It is the duty of trustees in the exercise of sound 
judgment and discretion to convert unproductive property into 
an income-producing fund as soon as reasonably can be done 

27 New England Trust Co. v. Eaton, 140 Mass. 532, 4 N. E. 69 (1886) ; 
Brigham v. Morgan, 185 Mass. 27, 69 N. E. 418 (1904). 

Ibid . 

29 Ibid. See Eldridge v. Heard, 106 Mass. 579 (1871). 

30 Parkhurst v. Ginn, 228 Mass. 159, 117 N. E. 202 (1917); Jones v. 
Atchison, T. & S. F. R., 150 Mass. 304, 23 N. E. 43 (1889); Smith 
v. Haynes, 202 Mass. 531, 89 N. E. 158 (1909). 

31 278 Mass. 483, 180 N. E. 217 (1932). 
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under all the circumstances /' 82 Where the trustee was given 
discretionary power over investments he continued to hold real 
estate which was unproductive . 33 This procedure was upheld by 
the court. 

Wasting Investments. — It has been ruled in Massachusetts 
that wasting investments, such as mining stocks and securities 
of a similar nature, are improper investments and in the absence 
of specific direction in the trust instrument they should not be 
permitted in a trust portfolio . 34 However, where trustees were 
given discretionary power to retain as long as they deem wise 
stock in mining companies, the court held that such terms 
authorized the trustees to continue the testator's investments in 
such securities . 35 

Trade and Business. — It is a general rule in Massachusetts, 
as in most other states, that a trustee may not engage in any 
special trade or business. In Trull v. Trull , 30 a trustee invested 
funds in machinery, fixtures and patent rights of a manufacturing 
concern. The court held that this constituted a misappropriation 
of funds and made all persons knowingly engaged in it account- 
able as trustees. Likewise, in Digney v. Blanchard , 37 it was held 
that a will which authorized a trustee to invest in real estate 
and real estate mortgages, and to erect and repair buildings upon 
land belonging to the trust, did not warrant his entrance into a 
general building and contracting business. Neither may a trustee 
purchase with the trust funds an interest in a partnership which 
is operating a business; this would be a breach of duty and 
render the trustee liable for losses . 38 Without express authoriza- 
tion the courts have held that a trustee should not continue an 
investment in a partnership . 39 

Realty. — There is no clear-cut case of a Massachusetts court 
objecting to an investment in reality as such. That there are no 
disturbing decisions at the present time does not presage an 
approval of this type of investment under existing conditions. 
Undoubtedly the courts will scrutinize this form of investment 
in view of depreciated realty values, lowered returns and high 
taxes. In two prominent cases the attempted surcharges of the 


32 225 Mass. 595, 114 N. E. 862 (1917). 

55 62^14^^956* (1902^ ^ ^ ass ' 579 (1871) ; Green v. Crapo, 181 Mass. 
Mc Aleer,’275 Mass. 353, 175 N. E. 761 (1931). 

86 95 Mass°4Q7 T (l^) C0, V * ShaW ' 261 MaSS * 158 > 158 N * E * 530 (1927) * 
f 22 6 Mass. 335 (1917). 

* Trull v. Trull, 95 Mass. 407 (1866). 

39 Kinmouth v. Brigham, 87 Mass. 270 (1862). 
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trustee for investing in foreign realty were denied. 40 However, 
in Brigham v. Morgan 41 the court disapproved an expenditure 
of $80,000 to develop some Kansas realty valued at $12,000. The 
court said that "it was a hazardous investment in a hazardous 
class.” Improvements may be made on realty for the purpose 
of maintaining or increasing the earning power unless such 
expenditures are out of proportion to the value of the realty 
or the trust principal 42 It is permissible to acquire realty 
through foreclosure of a mortgage held in trust in order to 
protect the trust principal. 43 

Mortgages. — First mortgages have long been valid as trustee 
investments in Massachusetts. Such investments, however, are 
subject to the rule of sound discretion as laid down in the deci- 
sions of Massachusetts courts. This point is noted in the case 
of Brigham v. Morgan, 44 in which the court said : "The evidence 
offered to show that, at the time these investments were made, 
men of prudence, discretion and intelligence in the East, and 
especially in Boston, as well as conservative institutions for sav- 
ings, were making just such investments in mortgages, in addition 
to Western loans similar in all respects to the investments in 
question, was properly excluded. This is not a case where, as 
in the case of some well known classes of securities, such as 
bonds and stocks, it could be shown that they had a general 
market value and a good reputation so that prudent people had 
made investments in them. It was simply an attempted develop- 
ment of a piece of land in the outskirts of a certain city. It is 
manifest that the propriety of such an investment must depend 
upon the peculiar circumstances surrounding it, and evidence 
Ihat prudent and conservative men had seen fit to embark in a 
similar undertaking in some other locality would not aid in 
passing upon the propriety of this. Either such evidence must 
be of the most vague and general character, and therefore of 
no practical value, or, if special, it would lead to an inquiry into 
special circumstances, and to comparisons in no way helpful.” 
When the trustee failed to demand payment at maturity he was 
surcharged for the loss as proper diligence would have revealed 
the depreciation of the real estate covered by the mortgage. In 


4<) Thayer v. Dewey, 185 Mass. 68 (1904). The trustee had made a 
small investment in Chicago realty and no loss had occurred. Amory v. 
Green, 95 Mass. 413 (1866). The terms of the instrument permitted this 
type of investment. 

41 185 Mass. 27 (1904). 

42 Warren v. Pazolt, 203 Mass. 328 (1909). 

43 State Street Trust Co. v. Walker, 259 Mass. 578 (1927). 

44 185 Mass. 27 (1904). 
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State Street Trust Co. v. Walker 45 the court concluded: “The 
decline in value of the real estate covered by the Withered mort- 
gage had begun before the maturity of the note, and this condi- 
tion could have been discovered by the exercise of reasonable 
diligence. The safety and preservation of the principal of the 
investment were paramount. The amount of interest received 
was merely incidental. The proximate cause of the loss having 
been found to be due to the failure of the trustees then in office 
to foreclose, they were jointly and severally responsible for the 
loss. The State Street Trust Company, if it had examined the 
securities when it was appointed, could have ascertained the 
present value of the property, the change in condition of the 
neighborhood and the consequent depreciation.” 

Although second mortgages are generally of doubtful validity 
as a trustee investment there are extenuating circumstances. If 
the trustee has used sound discretion second mortgages may be 
permitted in certain instances. In Taft v. Smith 46 the position 
of the court was indicated as follows: “We are aware that in 
several cases in other States it has been stated that a trustee 
should not invest in second mortgages. While we accept that as 
a principle generally to be applied, we cannot accept it as an 
absolute ironclad rule. After all, the true rule is whether under 
the circumstances sound discretion was exercised, and it cannot 
be said that under every conceivable practical set of circum- 
stances an investment in a second mortgage is inconsistent with 
sound discretion.” 

The court did not make clear the particular conditions that 
should prevail for investing in a second mortgage. We do not 
know, even generally, the proper margin that should exist between 
the mortgages and the value of the realty. Certainly the margin 
of security should be large under present conditions before allow- 
ing a second mortgage. The realty extravaganzas of the past 
decade do not warrant court approval of many real estate obliga- 
tions without a thorough check to see if the rule of sound 
discretion has been obeyed. 

Corporate Stocks and Bonds. — The courts of Massachu- 
setts have taken the position that investments in common stocks 
conforming to the rule of sound discretion are valid. If the 
stock represents a substantial company and the amount so allo- 
cated is not an unduly large proportion of the trust fund, the 
investment will be approved . 47 In one case, the court said: “A 

45 259 Mass. 578 (1927). 

46 186 Mass. 31 (1904). 

47 Appeal of Davis, 183 Mass. 499, 67 N. E. 604 (1903). 
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trustee whose duty is to keep the trust fund safely invested in 
productive property, ought not to hazard the safety of the prop- 
erty under any temptation . . . our cases, however, show that 
trustees in this commonwealth are permitted to invest portions 
of trust funds in dividend paying stocks and interest bearing 
bonds of private business corporations, when the corporations 
have acquired, by reason of the amount of their property, and 
the prudent management of their affairs, such a reputation that 
cautious and intelligent persons commonly invest their own 
money in such stocks and bonds as permanent investments /' 48 

In another case trustees received from the testator funds to 
invest in “safe and productive stock, either in the public funds, 
bank shares or other stock, according to their best judgment and 
discretion.” Certain shares of a bank, of an insurance company 
and of a manufacturing company w T ere retained but the court 
ruled that the broad language of the will gave the trustees the 
authority to make such an investment . 49 

A trustee invested in preferred stock of a Massachusetts trust, 
which was a holding company for stocks of certain electric com- 
panies. Although the court held the investment to be legal, it 
stated that there was some doubt regarding such a security . 50 
Another decision held that a trustee may invest trust funds in 
trust company stock . 51 In fact, investments by trustees in stock 
of banks , 52 insurance companies, 53 , manufacturing corporations , 54 
loan and trust company shares , 55 railroad shares , 56 and shares 
of voluntary associations 57 have been held as proper investments. 
However, stock of mining or other wasting assets corporations 
are not proper trust investments . 58 Territorial restrictions have 
not prevailed ; whether or not the corporation whose shares were 
selected was foreign has been immaterial . 59 

Certificates of Deposit. — In the case of Hunt, Appellant 60 
the trustee purchased certificates of deposit, payable on time, 
of a national bank in good standing. The court ruled that such 

48 Dickenson, Appellant, 152 Mass. 184, 25 N. E. 99 (1890). 

49 Harvard College v. Amory, 26 Mass. 446 ( 1830) . 

50 Kimball v. Whitney, 233 Mass. 321, 123 N. E. 665 (1919). 

51 Sheffield v. Parker, 158 Mass. 330 (1893). 

52 Harvard College v. Amory, 26 Mass. 446 (1830). 

53 Ibid. 

54 Ibid. 

55 Sheffield v. Parker, 158 Mass. 330 (1893). 

56 Appeal of Dickinson, 152 Mass. 184, 25 N. E. 99 (1890). 

57 Kimball v. Whitney, 233 Mass. 321, 123 N. E. 665 (1919). 

58 Old Colony Trust Co. v. Shaw, 261 Mass. 158 (1927) ; Creed v. Mc- 
Aleer, 275 Mass. 353 (1931). 

59 Brown v. French, 125 Mass. 410 (1878). 

60 141 Mass. 515 (1886). 
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an investment did not subject the trustee to liability for loss 
resulting therefrom. It was rationalized that such certificates 
are not promissory notes. Further, it was believed that a certifi- 
cate of deposit of a national bank was sounder than common 
stock. In a later decision 61 certificates of deposit of savings 
banks were approved as a proper trust investment. Due notice 
was taken that permanent deposits in savings banks may be 
regarded as “consistent with the probable safety of invested 
capital at least such deposits are so regarded by trustees and 
prudent men. The question of diligence in choosing the deposi- 
tory or in making deposits in out of state banks has not been 
raised. The times are auspicious for cases on these points. 

Notes. — Notes secured by good collateral may be considered 
a proper trust investment. 62 In selecting such notes considera- 
tion should be given to the duration of the trust, maturity date 
of the note, and the power of sale and the saleability of the col- 
lateral in the event of a change in business conditions. It is 
doubtful if an unsecured promissory note or a note secured by 
indorsement would be legal. 

Diversification. — Massachusetts has given judicial recog- 
nition to the principle of distributing risk through diversification 
of investment. Failure to give diversification to portfolios has 
resulted in surcharging the trustee. In Dickinson, Appellant 63 
the trustee invested between 20 and 25 per cent of the trust 
fund in the stock of the Union Pacific Railroad Company at a 
premium. The road was heavily indebted as it had been built 
at a considerable expense. It served a new and comparatively 
undeveloped country. Thus, its future success was uncer- 
tain and an investment in its stock entailed a considerable risk. 
The trustee invested a second amount of the trust estate nearly 
equal to the first in the stock of the same railroad. The court 
held that although the investments had been made in good faith, 
conservative trustees did not invest so heavily in such securities, 
and that the investment constituted too great a proportion of 
the fund in stock of one corporation, hence the trustee should 
be charged with the amount of the second investment. In 
another case the trustees were administering an estate of $30,000. 
They invested at one time $6,500 in the securities of the Atchison, 
Topeka and Santa Fe Railroad Company. The trustees made 

61 Keating v. Director of United States Veteran’s Bureau, 272 Mass. 
212 (1930). 

410 62 (1878)1 V * ^ Mass. 116 (1836) ; Brown v. French, 125 Mass. 

63 152 Mass. 184 (1890). 
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another investment of $5,000 in the bonds and $700 in the stock 
of the same company. The court disallowed the second invest- 
ment because the first represented about one-quarter of the trust 
assets. Although the trustees had acted in entire good faith 
and on what they believed competent advice, they were held 
personally liable. 64 

In the case of In re Plunkett 65 90 per cent of the trust prin- 
cipal was held in the stock of the Berkshire and Greylock 
companies. No change was required for the sake of diversifica- 
tion, the court saying that it w~as “within the full knowledge of 
the fact that the testator directed the trustee to keep this invest- 
ment as a permanent one.” 

In Brown v. French 66 the trustee invested a very large pro- 
portion of the trust fund in railroad bonds but the court made 
no mention of the fact. Recently a Massachusetts court stated 
that no arbitrary rule of the amount of a trust fund that may 
safely be invested by a trustee in one form of security has been 
adopted in that state. 67 

The rule of diversification applies to other investments as 
well as to stocks and bonds. For instance, an expenditure of 
$470,000 for buildings on land valued at $375,000 which was 
part of an estate of $920,000, was held to be improper. 68 The 
same idea was set forth in Brigham v. Morgan. 69 These cases 
have made it clear that there must not be too great disproportion 
between a single investment and the total principal. 

Investments Outside of the State. — A Massachusetts 
court has stated the rule affecting investments outside the state 
as follows: 70 “There is a grave objection to the investment of 
a trust fund in the purchase of real estate in a foreign state, 
where the property is beyond the jurisdiction of our courts ancl 
is subject to laws different from our own. On this account it 
would not be within the exercise of a sound discretion to make 
such an investment without some good reason to justify the 
choice of it. Ordinarily it is very desirable that investments 
which have a local character, like the ownership of real estate, 
should be within the jurisdiction of the court that controls the 

64 In re Davis, 183 Mass. 499 (1903). 

65 Supra , n. 24. 

66 125 Mass. 410 (1878). 

67 North Adams National Bank v. Curtiss, 278 Mass. 471 (1932). This 
statement is not in accord with Dickinson, Appellant and In re Davis. 

68 Warren v. Pazolt, 203 Mass. 328 (1909). 

69 Supra, n. 27. 

70 Thayer v. Dewey, 185 Mass. 68, 69 N. E. 1074 (1904); see also 
Amory v. Green, 95 Mass. 413 (1866). See General Laws of Mass., Ch. 
172, Sec. 34. 
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trust. But in this commonwealth there is no arbitrary, universal 
rule than an investment will not be approved if it consists of 
fixed property in another state.” 

Trust Investments in a Declining Market. — The stand- 
ard set for trustees who must operate in the face of declining 
markets is reasonably clear. In an early Massachusetts case 
wherein it was endeavored to charge trustees with the deprecia- 
tion of certain stocks under their supervision, the court said that 
“trustees are justly and uniformly considered favorably, and it 
is of great importance to bereaved families and orphans, that 
they should not be held to make good, losses in the depreciation 
of stocks or the failure of the capital itself, which they held in 
trust, provided they conduct themselves honestly and discreetly 
and carefully, according to the existing circumstances, in the 
discharge of their trusts. If this were held otherwise, no prudent 
man would run the hazard of losses which might happen without 
any neglect or breach of good faith.” 71 

The same principles were adhered to in a later case which 
involved a loss in railroad stock. When the trustee received the 
stock it was appraised at par and although it depreciated greatly 
in value he refused to sell the stock because of the sacrifice 
involved. In supporting the trustee the court said : “In determin- 
ing whether he would sell this stock, all that was required of 
the trustee was that he should act with good faith and in the 
exercise of sound discretion. It is not contended by the appel- 
lants that he acted in bad faith. It seems to us from the evi- 
dence reported that he acted throughout with an anxious desire 
to do what was for the best interest of the cestuis que trust. 
He was placed in unexpected and embarrassing circumstances. 
The railroad company, which has been considered strong and 
safe, met with reverses, became embarrassed, and its stock was 
gradually falling in the market. It appeared in evidence that he 
made inquiries and investigations, and was informed that the 
directors had made a statement that the road was in good order 
and that they saw no reason why a dividend could not be paid 
in January, 1876, and was also informed that one of the directors, 
and the treasurer, had advised their friends to buy the stock, 
and had said it was a good investment at sixty dollars per share. 
We can now see that it would have been wiser to sell the stock. 
But in judging his acts we should put ourselves in his position 
at the time. He was considering the question, not whether he 
should invest in this stock, but whether he should sell the stock 


71 Harvard College v. Amory, 26 Mass. 446 (1830). 
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bought by the testator, upon a falling market. The evidence 
shows that he in good faith made investigations, sought informa- 
tion from trustworthy sources, and acted upon such information 
according to his best judgment. We are of opinion that the 
presiding justice who heard the case rightly found that, under 
the circumstances, the trustee acted in good faith and with the 
sound discretion which the law required of him.” 72 

Coming to our own parlous days we find the idea again 
expressed in Creed v. McAleer. 73 Trustees could not be held 
to forecast the market change in stock prices in October and 
November, 1929. They are not wanting in sound discretion 
"simply because their judgment turned out wrong.” 74 

Trustee Liable If He Fails to Receive Market Price. — 
In Exchange Trust Company v. Doudera 75 the court surcharged 
the trustee because he did not use reasonable diligence to secure 
the market price when he disposed of the investments, but he 
was not charged for a failure to sell when prices were high. 

Correctness of an Investment Judged as of the Time 
It Was Made. — The rule in Massachusetts is that an investment 
must be measured as to legality and fitness according to the 
time at which it was made, and not in the light of subsequent 
facts which could not have been foreseen. 76 

Self Dealing. — Court decisions of Massachusetts have made 
it clear that the trustee must not profit at the expense of the 
trust. Where the trustee individually sells to or purchases from 
the estate such dealings will be carefully scrutinized by the courts. 
All such transactions are voidable at the discretion of the bene- 
ficiary. 77 In Ball v. Hopkins, 78 however, the court said: "If the 
trustee deals fairly, openly and in good faith, a transaction in 
which he is personally interested will not be avoided.” The 
burden of proof for self dealing will be on the trustee. 79 

72 Bowker v. Pierce, 130 Mass, 262 (1881). 

73 275 Mass. 353, 175 N. E. 761 (1931). 

74 Green v. Crapo, 181 Mass. 55, 62 N. E. 956 (1902). 

75 270 Mass. 227, 170 N, E. 73 (1930). 

76 Brown v. French, 125 Mass. 410 (1878). 

77 Hayes v. Hall, 188 Mass. 510 (1905); Attorney General v. Arm- 
strong, 231 Mass. 196 (1918). 

78 268 Mass. 260 (1929). 

79 Wither ingt on v. Nickerson, 256 Mass. 351 (1926). 



Chapter VIII 


TRUSTEE’S INVESTMENTS IN ILLINOIS, OHIO 
AND MISSOURI 


T rustee’s Investments in Illinois — Statutes Permis- 
sive Rather Than Mandatory. — The Illinois courts are 
only slightly less liberal than those of Massachusetts. 
They have held that the “statutes are generally permissive rather 
than mandatory .” 1 

Purpose of Statutes. — Statutes in Illinois “are intended to 
provide for situations where the instrument constituting the trust 
does not otherwise provide .” 2 

Standard of Care in Investing Trust Funds. — In the 
Estate of Leonard A. Busby 3 the executor was given full power 
to sell any property. The executor, however, after due con- 
sideration, did not sell the property early in the depression. The 
court ruled that this did not constitute negligence, saying: “The 
executor devoted ... all of the facilities available in this large 
financial institution; that its best judgment was exercised in 
administering the estate ; that it was not guilty of negligence . . 
The court said that the question of negligence must be viewed 
in prospect and not retrospectively. 

In White v. Sherman 4 the court said: “The rule is, that, in 
the investment of trust funds, the trustee must not only act in 
good faith, and use sound discretion and reasonable vigilance, but, 
where he is appointed by a court and is acting under the direc- 
tions of a court, he must select such securities as the court will 
approve.” 

Terms of the Trust Instrument. — “The words in an 
instrument 'with full power to make purchases, investments and 
exchanges in such manner as to them shall seem expedient/ have 
been construed to be enabling words giving trustees the power 
to deal 'fully and expeditiously with the estate’ but not releasing 


1 Merchants* Loan & Trust Co. v. Northern Trust Co., 250 111, 86, 95 
N. E. 58 (1911). 

2 Ibid. 

S P. C. Cook Co., Nov., 1933. 

4 168 III. 589, 48 N. E. 128 (1897) ; Merchants* Loan & Trust Co. v. 
Northern Trust Co., 250 111. 86, 95 N. E. 58 (1911). The courts of 111. 
follow the New York rule, rather than the Massachusetts rule. 


128 



Trustee's Investments, Illinois, Ohio, Missouri 129 


them from the obligation to exercise sound judgment and reason- 
able and prudent discretion .” 5 Where trustees were directed 
to “keep the same invested, in their discretion,” the court ruled 
that it did not authorize the purchase of land and the opening 
of a coal mine thereon . 6 The Illinois courts have made it clear 
that the terms of the instrument are binding upon the trustee . 7 

When Trust Instrument Contains No Express Direc- 
tion^. — “It is the duty of a trustee holding funds in trust, with 
no express or implied directions in the instrument creating the 
trust as to the management of the fund, to invest the same in 
good and safe securities .” 8 “Where there are no express direc- 
tions in the instrument creating the trust, and no statutory pro- 
visions, in relation to the character of the securities in which 
trust funds may be invested, a trustee cannot invest such funds 
in stocks, bonds or other securities of private business corpora- 
tions .” 9 It is the trustee's duty to invest the trust fund in proper 
securities at lawful interest, exercising the same care and dili- 
gence as in the execution of similar business for himself . 10 

Discretionary Investment Powers. — “'Where the will gives 
authority to the trustees to convert realty into personalty or 
personalty into realty, or invest and reinvest, in their discretion, 
the trustees may purchase such securities as a prudent and provi- 
dent person would purchase as good and safe investments, and 
they are not restricted to the conditions and limitations imposed 
by law for the investment of trust funds .” 11 

Retention of Investments Made by Creator of Trust. — 
Non-legal investments of the testator may be retained by the 
trustee when so authorized by the trust instrument . 12 When the 
trustee is given discretion, the fact that the testator bought and 
held certain securities may well be considered with respect to 
their retention . 13 The statutes of Illinois state that “any trustee 
may continue to hold any investment received b}‘ him under the 
trust or any increase thereof .” 14 


5 Merchants' Loan & Trust Co. v. Northern Trust Co., 250 111. 86, 95 
N. E. 58 (1911). 

6 Butler v. Butler, 164 111. 171, 45 N. E. 426 (1896). 

7 Supra , n. 5. 

8 Sholty v. Sholty, 140 111. 81, 29 N. E. 1041 (1892). 

9 White v. Sherman, 168 111. 589, 48 N. E. 128 (1897). 

10 Supra , n. 8. 

11 Merchants’ Loan & Trust Co. v. Northern Trust Co., 250 111. 86, 95 
N. E. 58 (1911). 

12 Ibid . 

13 Ibid. 

14 Revised Statutes, 1931, as Amended by Subsequent Session Laws, 
Ch. 148, Sec. 32. (Smith-Hurd). 
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Change in Investment — Direction of Court. — In one 
instance, national bank stock was received in trust. The court 
ruled that without authorization the trustee could not sanction 
the conversion of the bank into a partnership and continue the 
investment in this form. “Changes in investments, or reinvest- 
ments, should not be made by trustees as a general thing, unless 
they are ordered by a chancery court ; and, in such case, the trust 
fund may be withdrawn and reloaned .” 15 Power to change 
investments may be given the trustee by the trust instrument, 
either specifically or by implication . 16 

When Trustee Is Protected from Loss in Investing. — “A 
trustee will not be protected from loss in investing trust funds, 
unless he invests in government or real estate securities, or other 
securities approved by the court, to which he is accountable .” 17 

Investments Should Not Be Made in Trustee's Name 
Individually. — The rule established by Illinois courts is that 
trust funds should be invested in the name of the trustee as 
such . 18 “Whatever the actual intention of the trustee may be, 
the weight of authority seems to be, that, where he invests trust 
money in his individual name, he commits a breach of trust, which 
subjects him to the same liability, as if there had been a wilful 
conversion to his own use .” 19 The same rule applies where the 
trustee makes a bank deposit in his individual name and not in 
his name as trustee . 20 

Investments Outside the State. — If a trustee is given 
broad powers to invest, Illinois courts permit him to invest in 
securities in other states. Since the general statutes confer 
power to invest in such securities, this appears to authorize invest- 
ments without the state. Investments which are beyond the 
geographical limits of the United States are unauthorized . 21 

Stocks and Bonds of Private Corporations. — “A trustee 
should not invest the money of others in his care in the stock 
or shares of any private corporation .” 22 If a trustee invests in 
speculative railroad stocks, he is personally liable for loss . 23 How- 
ever, where the trustee had invested in stock of private corpora- 


16 Penn v. Fogler, 182 111. 76, 55 N. E. 192 (1899). 

(191 6 l : f erChantS, L ° an & Tl * USt C °‘ V * Northern Trust Co *» 250 111 86 

17 Supra, n. 15. 

18 White v. Sherman, 168 111. 589, 48 N. E. 128 (1897). 

19 Ibid. 

20 Ibid. 

Loan & Trust Co - v * Northern Trust Co., 250 111. 86 

22 Penn v. Fogler, 182 111. 76, 55 N. E. 192 (1899). 

28 White v. Sherman, 168 111. 589, 48 N. E. 128 (1897). 
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tions, his action was upheld, because the trust instrument gave 
broad powers as to the choice of investments . 24 

Corporate bonds are legal investments for trust assets by 
statute. Public utility bonds are legal investments if they comply 
with the statute . 25 

Trade or Business. — The court ruled in Penn v. Fogler that 
an investment in a trade or business is not authorized , 26 unless 
the trust instrument empowers the trustee to do so. 

Real Estate Investments. — The investment of trust assets 
in real estate is improper 27 unless authorized by the trust instru- 
ment . 28 Where a trustee was authorized to make such investments 
he was allowed to invest in land situated in another state . 29 

Power to Mortgage or Lease. — A trustee cannot mortgage 
property if he is not authorized to sell or convey it by the instru- 
ment of trust . 30 If a trustee is empowered to mortgage, rent 
and lease property, he is permitted to execute ordinary leases. 
However, he may not sell the property or execute leases equiva- 
lent to a sale . 31 

Consent by Beneficiary. — Whether the trustee should 
escape liability in holding improper investments if he has the 
consent of the cestui que trust is still a mooted question in the 
state courts. The law respecting the approval by the beneficiary 
of improper investments is well set forth in White v. Sherman . 32 
“In order to bind a cestui que trust by acquiescence in a breach 
of trust by the trustee, it must appear that the cestui que trust 
knew all the facts, and was apprised of his legal rights, and was 
under no disability to assert them. Such proof must be full and 
satisfactory. The cestui que trust must be shown, in such case, 
to have acted freely, deliberately and advisedly, with the intention 
of confirming a transaction which he knew . . . with reasonable 
or proper diligence ... to be impeachable." 

Penalty for Neglect of Duty. — Like those of a number 
of other states, the Illinois courts allow the trustee a fair amount 
of discretion, but when he makes an improper investment, or 
neglects to invest, he is held strictly accountable. A trustee who 


24 Supra, n. 21. 

25 Illinois Trust & Savings Bank v. Tuley, 226 111. App. 491 (1922). 

26 182 111. 76, 55 N. E. 192 (1899). 

27 Butler v. Butler, 164 111. 171, 45 N. E. 426 (1896). 

28 Lamotte v. Steidinger, 266 111. 600, 107 N. E. 850 (1915). 
^Merchants* Loan & Trust Co. v. Northern Trust Co., 250 111. 86, 95 

N. E. 59 (1911). 

30 Summers v. Higley, 191 111. 193 (1901). 

31 Ohio Oil Co. v. Daughetee, 240 111. 361 (1909). 

32 168 111. 589 (1897). 
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is guilty of a breach of trust, is liable for interest, with annual 
rests . 33 

Legal Control of Trust Investments as Set Forth in 
the Decisions of Ohio Courts — Standard of Care in Invest- 
ing Trust Funds. — In Ohio it need only be shown that the 
trustee exercised ordinary prudence and good faith to excuse 
him from liability for loss in investing trust funds . 34 Again 
where trustees exercise due diligence and care in making invest- 
ments, having relied upon the advice of an attorney, they are not 
liable for a mistake in law 35 

Duty of Trustee to Invest. — Trustees are required to invest 
the trust fund within a reasonable time ; failure to do so renders 
them liable for interest . 36 

Directions in the Trust Instrument Must be Followed. 
• — A trustee must follow the directions of the settlor. “It is not 
the privilege of the trustee, or of the remainderman, to substi- 
tute his judgment as to the manner of investing the funds in the 
place of the judgment of the donor of the trust property /' 37 

When Trustee is Not Liable for Loss. — When a trustee 
exercises proper diligence and precaution and relies upon advice 
of counsel he is not liable for loss . 38 

Trust Investments to be Kept Separate and in Name of 
Trustee. — In Ohio the courts have ruled that trust investments 
should be kept separate . 39 Further, trust funds should be 
invested in the name of the trustee as such . 40 If a trustee deposits 
trust assets to his personal account, he is liable for any loss 41 

Changing Investments. — A trustee should not change 
realty into personalty unless so authorized by the trust instru- 
ment or by order of court . 42 If an investment is approved by an 
order of court it should not be changed without authorization 
from the court . 43 


Pe °P le ' 111 I1L 457 (1885); Rawson v. Corbett, 150 111. 
466 (1894); Steyer v. Morris, 39 111. App. 382 (1891). 

_ spencer’s Appeal, 2 Ohio Dec. 510 (1861) ; Willis v. Brancher, 

79 Ohio St 290, 87 N. E. 185 (1909). 

35 Miller v. Proctor, 20 Ohio 442 (1870). 

36 Supra, n. 34. See also In re Strickland, 1 Ohio Dec. 702 (1894): 
Armstrong v. Miller, 6 Ohio 118 (1833). 

37 Willis v. Holcomb, 83 Ohio 254, 94 N. E. 486 (1911). 

88 Miller v. Proctor, 20 Ohio 442 (1870). 

39 Brown v. Williams, 9 Ohio C. C. (N. S.) 307 (1907). 

Willis v. Braucher, 79 Ohio St. 290, 87 N. E. 185 (1909). 

4,1 Shaw v. Bauman, 34 Ohio St. 25 (1877). 

42 In re Spencer’s Appeal, 2 Ohio Dec. 510 (1861). 

(N S ) m i77°a < 915 S ) C °* V * Second Nafl Bank of Cincinnati, 22 Ohio C. C. 
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Discretionary Investment Power. — In Willis v. Braucher 44 
the court said: “We do not agree with the proposition that in 
order to authorize a trustee to invest trust funds otherwise than 
in accordance with the statute the instrument creating the trust 
must specify the particular securities to be purchased ; it is suffi- 
cient if the instrument designates the test to be applied. In the 
present case the will does so designate by providing that invest- 
ments may be made in such manner as the trustee may think 
best” 

Procedure When Authorized Investments Are Not 
Available. — If the investments specified in the trust instrument 
are unobtainable, an Ohio court ruled that the trustee should 
invest in “legals,” or in securities prescribed by the court or in 
such other securities as are deemed safe and proper . 45 

When Directions of Grantor May be Set Aside. — If 
complying with the grantor’s instructions would result in loss or 
disadvantage to the beneficiaries, the court has decreed that the 
trustees might be relieved of the obligation of following such 
instructions and allowed to select a more advantageous invest- 
ment . 46 

Continuing Grantor’s Investments. — Trustees are gov- 
erned by about the same rules in retaining investments as pertains 
to the making of an original investment. Thus non-legals should 
be disposed of and the proceeds invested in authorized securi- 
ties . 47 

Continuing Grantor’s Business. — A trustee may not con- 
tinue the business of the testator after his death, unless specifi- 
cally authorized by the instrument creating the trust or by order 
of court . 48 

Investment in Business. — A trustee has no right to invest 
in a hazardous mercantile business unless authorized to do so by 
the instrument . 49 

Personal Security. — If a trustee makes a loan upon per- 
sonal security only, he may expect to bear any losses which result 
to the estate as a consequence of such a loan. However, if a 
trustee is given broad investment powers he may make certain 
investments without security . 50 

44 79 Ohio St 290, 87 N. E. 185 (1909). 

45 Mclntire’s Administrators et al v. City of Zanesville, 17 Ohio 352 
(1867). 

46 Ibid. 

47 See Weyer v. Watt, 48 Ohio St. 545 (1891). 

48 Lucht v. Behrens, 28 Ohio St. 231 (1876). 

49 Adams v. Nelson, 1 Ohio Dec. 216 (1894). 

60 Scott v. Trustees of Marion Township, 39 Ohio St. 153 (1883). 
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Bank Deposits. — A temporary deposit in a reputable bank 
is a proper act and the failure of such a bank does not make the 
trustee liable for the loss to the trust fund . 51 The Ohio Supreme 
Court decreed that a trust company in Ohio may deposit trust 
funds in its commercial department pending investment. When 
funds are so deposited the trust company becomes a debtor of 
the estate and upon the failure of the company, the estate is a 
general creditor only and is not entitled to a preference . 52 

Mortgages. — First mortgages on real estate are proper trust 
investments in Ohio, but a trustee should not make a loan for 
more than two-thirds of the fair appraisal price . 53 Second mort- 
gages, however, should not be accepted by trustees . 54 

Stock of Corporations. — Trustees are not authorized to 
invest in the stock of corporations , 55 unless empowered so to do 
by the instrument. But if a trustee is given wide discretion by 
the trust instrument, he may be permitted to select such stock . 56 

Real Estate. — Normally real estate is not a proper invest- 
ment for trust funds. But if the probate court approves of such 
a selection real estate may be purchased . 57 

When Trust Assets Do Not Bear Interest. — Trust assets, 
not paid out or distributed because the court has not so ordered, 
or held up due to litigation carried on in good faith, or upon 
which no profit has been received, are not entitled to interest . 58 

Stock Dividend. — Where a corporation issues two shares of 
stock for one as a result of a surplus and a reorganization, the 
stock belongs to the principal of the trust . 59 

Improper Investments and Liability of Trustee. — If a 
trustee makes an investment without designating it as a trust, the 
beneficiary may hold him liable for loss or elect to take profits . 60 
Use of trust assets by a trustee does not constitute embezzlement 
if there is no fraudulent intent . 61 


51 Odd Fellows’ Ben. Assn, of Columbus v. Ferson, 3 Ohio Cir. Ct. 84 
(1888). 

52 McDonald v Fulton, 182 N. E. 504 (1932). The statute permitting 
this notorious procedure was changed by the legislature in 1933 after the 
public had been aroused through suffering losses in bank failures. 

53 Appeal of Spencer, 2 Ohio Dec. 510 (1861). 

™Ibid. 

55 In re Trusteeship of Couden, 9 Ohio App. 207 (1917). 

56 Willis v. Braucher, 79 Ohio St. 290 (1909). See statutes for law 
pertaining to corporate stock as trust investment. 

67 Fourth National Bank v. Hopple, 6 Ohio Dec. 482 (1897). 

58 Janies v. West, 67 Ohio St. 28 (1902). 

59 Wilberding v. Miller, 90 Ohio St. 28 (1914). 

60 Brown v. Williams, 9 Ohio C. C. (N. S.) 307 (1907). 

61 State v. Meyer, 10 Ohio Dec. Rep. 746 (1890). See Ohio C. C. 
Dec. 712 (1890). 
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Legal Control of Trust Investments as Set Forth in 
the Decisions of Missouri Courts — Duty of Trustee to 
Invest. — The Missouri courts have ruled that the trustee should 
not allow the t;rust fund to lie idle . 62 The assets should be 
invested within a reasonable time, otherwise the trustee will be 
chargeable with interest . 63 

Standard of Care in Investing Trust Assets. — In the 
investment of trust funds the trustee is required to exercise such 
diligence, prudence and good faith as men of prudence and dis- 
cretion employ in the management of their own affairs . 64 In the 
absence of directions in the instrument or statute, the trustee 
must be governed by sound discretion and good faith . 65 

Directions in the Trust Instrument Must Be Followed. 
— It would seem that a trustee must follow strictly the provisions 
of the trust . 66 

Discretion. — In an instance in which the trust instrument 
authorized the trustee “to invest in some safe stock, or in any 
way he may think best” it was decreed by the court that such 
terms gave the trustee broad discretion . 67 

Safety the Prime Object. — It is the rule in Missouri that 
safety of the trust fund should be the principal care of the trus- 
tee. The trust assets should not be jeopardized in order to secure 
a large income . 68 

Speculation. — A trustee should not employ the trust assets 
in speculation; to do so will make him individually liable for 
losses resulting therefrom . 69 

Mingling Trust Assets with His Own. — Trust funds 
should be kept separate. If a trustee mingles trust funds with 
his own, he will be charged with the losses resulting to the 
estate . 70 Further, he will be liable for interest although none has 
been earned . 71 

Self-Dealing. — Missouri courts have decreed that a trustee 
cannot purchase investments for a trust from himself . 72 

62 Drake v. Crane, 127 Mo. 85, 29 S. W. 990 (1895). 

63 Cavender v. Cavender, U. S. C. G, Mo., 8 Fed. 641 (1881). 

64 Cornet v. Cornet, 269 Mo. 298, 190 S. W. 333 (1916) ; Mann v. Bank 
of Greenfield, 323 Mo. 1000, 20 S. W. (2nd) 502 (1929) ; Taylor v. Hite, 
61 Mo. 142 (1875). Missouri follows the Massachusetts rule. 

65 Ibid. 

66 Gates v. Hurter 13 Mo. 365, 511 (1850). 

67 Lawson v ('»:■ 275 Mo. 128 (1918). 

68 Cornet v. Cornet, 269 Mo. 298, 190 S. W. 333 (1916). 

69 Ibid.; Drake v. Crane, 127 Mo. 85, 29 S. W. 990 (1895). 

70 Kelley y. Kelley, 213 Mo. App. 492 (1923). 

71 Bates v. Hamilton, 144 Mo. 1 (1898) ; In re Murdock, 129 Mo. 488 
(1895). 

72 Cornet v. Cornet, 269 Mo. 298, 190 S. W. 333 (1916). 
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Investing Trust Assets in Trustee's Name Individually. 
— It is improper for a trustee to invest trust assets in his own 
name as an individual ; they should be invested in the name of the 
trust . 73 It is a breach of trust for a trustee to invest the assets in 
his own name individually . 74 

Changing Investments. — -Without express or implied 
power, a trustee may not change the trust property . 75 But when 
it is of a perishable nature the trustee must convert it into a 
permanent investment . 76 If a change in investment is for the 
best interest of the estate it may be effected . 77 A trustee has 
complete authority to sell or change trust property when the 
trust instrument gives him express power to sell . 78 However, a 
trustee may not change the trust estate into a corporation, though 
the instrument gives him the power to sell and reinvest . 79 If an 
attempted sale of trust property was not consented to by the 
required number of beneficiaries as specified in the trust instru- 
ment, the beneficiaries can, by injunction, restrain the sale . 80 If 
the instrument provides that the trustee may change the trust 
investments with the consent of one or more of the beneficiaries, 
a sale made in accordance with such a provision is valid if the 
proper persons have consented . 81 

Personal Securities. — The investment of the trust principal 
in personal securities is not authorized . 82 

Retaining Investments. — Unless authorized by the instru- 
ment, wasting investments should not be retained . 83 If trust 
funds have been invested in non-legals without authorization, a 
successor trustee is under no obligation to accept them . 84 

Stock of Corporations. — Without authorization the trustee 
may not invest trust funds in the stock of private corporations . 86 

Real Estate. — Unless authorized by the trust instrument it 
is improper for a trustee to invest trust assets in real estate . 86 

73 Ibid, 

74 Ibid. 

75 Garesche v. Levering Inv. Co., 146 Mo. 436, 48 S. W. 653 (1898). 

78 Ibid. 

77 Gamble v. Gibson, 59 Mo. 585 (1875). 

78 St. Louis Land etc. Ass’n v. Fueller, 182 Mo. 93, 81 S. W. 414 (1904). 

78 Supra, n. 75. 

80 Van Schrader v. Cornet, 3 S. W. (2nd) 706 (1928). 

St. Louis Land etc. Ass’n v. Fueller, 182 Mo. 93, 81 S. W. 414 

( 1904 ) • 

82 Comet v. Cornet, 269 Mo. 298, 190 S. W. 333 (1916). 

I* Loud v. St. Louis Union Trust Co., 313 Mo. 552 (1926). 

84 Supra, n. 82. 

88 In re Taylor’s Estate, Mo. App. 5 S. W. (2nd) 457 (1928). 

88 Lawson v. Cunningham, 275 Mo. 128, 204 S. W. 1100 (1918): 
Drake v. Crane, supra , n. 69. 


see 
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Investments in a Depreciated Market. — If a trustee has 
invested in proper and adequate security he will not be liable for 
later depreciation . 87 

Improper Investments and Liability of Trustee. — If a 
trustee uses the assets for his own purposes, or speculated with it 
and profits cannot be calculated, he may be charged with the 
highest rate of interest, or with the income that would have 
been derived from the proper investment, or with simple inter- 
est at the legal rate . 88 Interest is not compounded for a single 
breach of trust . 89 

87 State v. Slevin, 93 Mo. 253 (1887). 

88 Bobb v. Bobb, 89 Mo. 411 (1886) ; In re Davis, 62 Mo. 450 (1876) ; 
In re Estate of Danforth, 66 Mo. App. 586 (1896) ; Kan~ v. Kane's, 
Adm’r, 146 Mo. 605 (1898). 

89 Cruce v. Cruce, 81 Mo. 676 (1884); Ames v. Scudder, 83 Mo. 189 
(1884). 



Chapter IX 


DISTRIBUTION OF INVESTMENT IN THE 
INVENTORY OF TRUSTS 

A COMPREHENSIVE study of the aggregate of personal 
trust funds of trust institutions would be impossible, as 
this aggregate represents hundreds of thousands of 
accounts in hundreds of trust institutions scattered throughout 
the United States. The investment lists of a majority of these 
accounts would not be available ; besides, they would differ in so 
many respects that such a list would be unwieldy and impossible 
of a thorough analysis. Consequently this study has been limited 
to only a representative section of these vast funds. 

The Purpose of the Study. — This study purports to analyze 
a representative list of trusts from various trust institutions in a 
number of states. It is undertaken for the purpose of presenting 
a comprehensive picture of trust institution investment experience 
from 1919 to 1932. 

The Scope of the Study. — One hundred and ninety-six 
testamentary trusts were selected from five states. The trust 
accounts were chosen from the principal city in each state and 
from the leading trust institutions in the respective cities. In all, 
nineteen trust institutions were represented: eleven in New York, 
three in Boston, three in Cleveland, and one each in Chicago and 
St. Louis. Eighty trusts were selected from the New York insti- 
tutions, forty-one from Boston, thirty-four from Cleveland, 
twenty-three from Chicago and eighteen from St. Louis. 

Practically all the trusts chosen for analysis had been in 
existence twelve to fourteen years or longer, and had extended 
over a common period of time, with the exception of one or two 
years at the beginning or end of the period studied. The trusts 
extended from 1919, 1920 or 1921, to 1930, 1931 or 1932. In 
every case, the trust had been in continuous operation from the 
time it was received by the trust institution to the last year for 
which data were collected. Annual data were available through- 
out the period studied, but no attempt was made to survey the 
investments for shorter periods than a year. 

Table V shows the number of trusts in operation from 1919 
to 1932, arranged according to cities. 


138 
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TABLE V 

NUMBER OF TRUSTS ANALYZED, ARRANGED ACCORDING 
TO CITIES FOR EACH YEAR, 1919-1932 


City 1919 1920 1921 to 1929 1930 1931 1932 

New York 80 80 80 80 58 43 28 

Boston 41 41 41 41 41 41 34 

Chicago 16 20 23 23 23 23 20 

Cleveland 20 26 34 34 34 34 25 

St. Louis 9 13 18 18 18 11 0 

Total 166 180 196 196 174 152 107 


The number of accounts in each year was quite representative 
of the aggregate in every respect, and the volume of trust assets 
was sufficiently large that the trend of investment was not 
affected by the addition or subtraction of accounts. 

The trusts included in this study ranged in size from approxi- 
mately $10,000 to above $3,000,000, taking the inventory 1 value 
as a basis. Table VI shows the accounts classified according to 
size for the five states as an aggregate. 


TABLE VI 

LISTS OF TRUSTS BY SIZE 

Number of Trusts 
36 
50 
42 
42 
10 
16 

Total 196 

The Representative Character of the Study. — Although 
the states included in this study were selected partly as a matter 
of expediency, it is felt that they afford a good cross-section of 
trust institution experience both as to legal and economic aspects 
of trust investing. The investment practice of the nineteen trust 
institutions in the handling of the 196 trusts analyzed is undoubt- 
edly indicative of the work of trust institutions throughout the 
country. They are the largest and oldest houses in the trust 
field, and are located in important economic and industrial centers 
having large populations. 

1 The inventory represents the value of the trust principal when it 
was handed over to the trust institution. 


Inventory Value 

$ 25,000 
$ 25,000- 75,000 

75,000- 200,000 

200.000- 500,000 

500.000- 1,000,000 
1,000,000-and over. 
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The volume of personal trust business handled by trust insti- 
tutions in these five jurisdictions aggregates billions of dollars, 
representing probably a large per cent of the total personal trust 
business of all trust institutions in the United States. 

A sufficiently large number of trusts were chosen from each 
city to make the data analyzed representative of the trust invest- 
ment practice in those cities. Trusts were selected and combined 
in New York, Massachusetts, and Ohio until the composite data 
for each of these states showed no perceptible change by the 
addition of a new trust. While the same procedure was not 
employed for Chicago and St. Louis, it is felt that the data from 
these areas are typical. 

The trusts are representative not only in a quantitative sense, 
but also from a legalistic point of view. For instance, it is 
doubtful if any of the remaining states, except Pennsylvania, have 
legal regulations governing the making of trust investments which 
differ materially from those found in these five states. New York 
typifies the states which through statutes and court decisions 
strictly regulate the investments of trust funds by trustees. 
There, the law prescribes a list of statutory investments, consist- 
ing principally of government securities, certain bonds, and mort- 
gages. Thus, in the states following this principle, the scope of 
trustee investing is definitely circumscribed unless the trust 
instrument broadens the trust institution's power. On the other 
hand, Massachusetts is quite liberal. It has a prescribed list of 
statutory trust investments but requires the trustee to follow the 
list only when definitely restricted by the provisions of the trust 
instrument. 

Sources of Data. — The sources of material used in the prep- 
aration of this section of the study have been two, namely, pro- 
bate court statistics and trust institution records. The investment 
data of trusts representing trust institutions in New York, Boston 
and Cleveland were taken from the surrogate court records, or 
probate court records in these states . 2 The data from Chicago 
and St. Louis were selected from the files of trust institutions 
in these cities . 3 

The Plan of the Study. — For convenience and clarity in 
presentation/ the study of the actual trust investment data is 

2 Trust institutions in New York are required to file a complete account- 
ing of each testamentary trust upon its termination. In Massachusetts 
trustees must file a detailed, yearly accounting, while Ohio trust institu- 
tions must render a complete accounting bi-annually covering each 
testamentary trust. 

8 Trustees in Illinois and Missouri are not required to report their 
investments to the probate court. 
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presented in various chapters. In this Chapter an analysis is 
made of the inventory assets of the trusts. In the following 
chapters are presented an analysis of the investment experience 
of trust institutions as reflected in the investments of the 196 
trusts from 1919 to 1932. 

Characteristics of the Inventory Assets of Trusts. — 
When funds are handed over to the trust institution they are 
likely to be a heterogeneous collection of securities, real estate 
and cash. The trust property may, however, be a single item of 
real estate, railroad bonds or stocks of an individual company, 
mortgages, etc. The reason for this arises chiefly in the nature of 
their origin. Practically every trust represents a different indi- 
vidual. The trust property is the grantor’s accumulated wealth, 
which may have come from a single source or from a variety of 
businesses. The assets may represent standard well-known invest- 
ments or they may be securities of obscure enterprises, probably 
well-known only to the grantor. 

The Beginning of the Trusts. — Although some of the 
trusts were received by the trust institutions as early as 1893, the 
vast majority took effect much later. Except in New York, there 
was no appreciable difference between the types of investment 
contained in the inventories of the trusts at the time they were 
received by the trust institutions. This is explained in part by 
the fact that in New York many of the accounts were created 
prior to 1915, going as far back as 1893, while in the other cities 
the vast majority of the trusts came into existence after 1915. 
The noticeable variations in New York were that real estate 
occurred chiefly in the accounts arising prior to 1915 ; mortgages 
and real estate bonds occurred chiefly in the trusts which were 
received before 1916. Stocks, however, both common and pre- 
ferred, figured largely in the accounts set up after 1915. 

Distribution of Inventory Assets by Types of Invest- 
ment. — A composite of the investments contained in the 196 
trusts when they were received by the trust institutions is pre- 
sented in summary form in Table VII on page 142. 

The data show that the trust assets in the inventory of the 
196 trusts were widely diversified, comprising nearly all the prin- 
cipal types of investments. While the total principal was spread 
over many types of investment, it showed some concentration. 
A larger percentage of the aggregate assets, 18.0 per cent, was in 
real estate proper than in any other item. Over 80 per cent 
of the real estate came from the New York trusts, primarily from 
those of $500,000 or larger. Industrial common stocks (apparent 
in nearly equal amounts in New York, Boston, Chicago, and 



142 The Investment Policy of Trust Institutions 


MhWOhOhNOM 


VO 

IN. 


o kooomHcc^ooco 


to Uhooh^oocon\ooo 

h H r*H T— I T-i rH 


o Ch^ONrOOiCVl^iKtO't 


^ fOOO'ONnNjOfOcON 
o 


g> s, 

.9 R 

>» +* »W 
^ J3 o 


0\i-M^Nir5fO^COx|-COiOOTt* 

iD'^NtO’t'^xJ-OOv^VOCOiOCNtn 


On to VO 00 00 v> 00 to CO <N O p 00 

o4co^oc4 t-h * ^ o co Tf md cK 


K±J -m w £? a 

I D W pej tD £ 


^ : iS 

u • o 
o +e 

u (/) 
CO o 

+-> *T~J 

t) C/3 u 

flj V-t 

u U 

U <D .<D 
<D U ’HH 
MH Jh <L> 
V V *i 

I *-t '-w CL 
Pu^> 

, ^ 

: 73 P-I .9 

aj . Vh 

; 2 •£»* 

111 


: • ^ 
^ : o 
o J S 

Sow 

w s - 

cj ^ o 

o a 

lie 

| S o 

o | ^ 

•o U « 

rt . »h 

g £| 

*2 •?{ ’"O 

h-v d 


Real Estate. 18.0 

Cash and Miscellaneous. ................. 10.3 



Investment Distribution in Inventory of Trusts 143 


Cleveland) ranked second and constituted 14.0 per cent of the 
total fund. Railroad common stock made up 10.3 per cent of the 
composite fund. No other type of investment constituted as 
much as 10 per cent of the aggregate. Cash, however, amounted 
to slightly less than 10 per cent. 

In New York, real estate proper was the predominate type of 
investment, constituting 14.6 per cent of the total assets in the 
inventory. 4 Industrial common stocks were the leading type of 
investment in Boston, Chicago, Cleveland and St. Louis. They 
comprised over 20 per cent of the assets of the trusts examined 
in each of these cities. 

Distribution of Investments in the Inventory Accord- 
ing to Class. — The data of Table VII are presented graphically 
in Chart I, to show the relative amount of investment in bonds, 
stocks, real estate, cash and miscellaneous items. 


CHART I 


Distribution of Investments in the Inventory of 196 Trusts 
According to Class 
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The data show the predominant position of stocks over other 
types of investment. The value of common stocks was more than 
double that of any other class of investment, comprising 38.5 per 
cent of the total assets. Common and preferred stocks together 
amounted to 45.3 per cent of the aggregate investments. These 
figures indicate that stocks were highly favored by the grantors. 
Real estate and real estate obligations combined comprised 27.9 
per cent of the total assets, and made up the second principal 
class of investment. Bonds constituted 17.1 per cent of the inven- 
tory assets. 

Common stocks were the principal class of investment in four 
states, constituting 49.4 per cent of the Boston trusts, 39.3 per 
cent in Chicago, 53.5 per cent in Cleveland and 47.5 per cent in 
St. Louis. In New York, bonds were the leading class, com- 
prising 26.5 per cent of the total trust assets. 

4 Each trust was counted as of equal value, regardless of size. If the 
investments were measured on the basis of the actual amount invested 
in each type of security as an aggregate for all the trusts, then real estate 
constituted over 20 per cent of the total fund in the inventory of the New 
York trusts. 
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Distribution of Investments in the Inventory Accord- 
ing to Fields. — Chart II shows graphically the investments in 
the inventory of the 196 trusts according to fields. 5 


CHART II 


Distribution of Investments in the Inventory of 196 Trusts 
According to Fields 
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Real estate and real estate obligations combined form the 
principal field of investment in the inventory. Industrial obliga- 
tions amounting to 19.3 per cent were the second largest field; 
this is principally due to the predominance of industrial common 
stocks. Railroad obligations come third, totaling 18.4 per cent. 
Government securities composed but a small part of the aggregate 
value of the 196 trusts. 

In the New York trusts real estate and real estate obligations 
combined constituted 28.4 per cent of the total fund, and were 
the principal field of investment. In the remaining cities, indus- 
trials were dominant ; this is primarily due to the role of industrial 
common stocks. 

Number of Trusts Containing Each Type of Investment 
in the Inventory. — Table VII also shows the number of trusts 
containing each type of investment at the time at which the 
property was handed over to the trust institutions. It may be 
seen from these data that real estate obligations, industrial com- 
mon stocks, and industrial preferred stocks were the types most 
frequently found in the inventories of the 196 trusts. Each of 
these types of investment was contained in over 42 per cent of 
the accounts. Railroad bonds and utility common stocks were the 
types of investment next most frequently noted in the inventory, 
being listed in approximately 33 per cent of the trusts. Utility 
preferred stocks were contained in comparatively few trusts, 
appearing in only forty-three of the one hundred ninety-six 
accounts. Common stock as a class was found in more trusts 
than any other class of investment. Utility preferred stocks, state 
and municipal bonds, industrial bonds, and railroad preferred 
stocks were held in few accounts, each occurring in less than 25 
per cent of the total number. 

5 The data are summarized from Table VII. 
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Although the foregoing data give the information for the 
196 trusts as an aggregate it is interesting to note how the 
accounts from the various cities compared with respect to the 
types of investment contained in the inventories. In New York 
the types of investment appearing in the greatest number of 
trusts were railroad bonds, railroad preferred stocks and real 
estate obligations. However, none of these was found in as 
many as 50 per cent of the accounts. Industrial preferred stocks, 
industrial common stocks, and utility common stocks occurred 
most often in the Boston trusts, being listed in over 50 
per cent of the accounts. The types of investment most fre- 
quently found in the Chicago trusts were real estate obligations 
(chiefly mortgages), industrial common stocks, and utility bonds. 
Each of these investments was present in over 50 per cent of 
the trusts. The predominant type of securities appearing in the 
Cleveland trusts were real estate obligations, industrial preferred 
stocks, and industrial common stocks, each being found in more 
than half of the accounts. Fifty per cent or more of the St. 
Louis trusts contained industrial preferred stocks, industrial 
common stocks, and United States government bonds. 

Proportion of Trust Funds Contained in Various Types 
of Investment in the Inventory. — The data on the number 
of trusts carrying the different types of investment and the per 
cent that each type contributed to the total investment are given 
in Table VII. There it is shown that when the trust property 
was handed over to the trust institutions, forty-two accounts 
contained 75 per cent or over in one type of investment. Thirteen 
of the forty-two had this percentage invested in real estate obli- 
gations, eight in real estate, and eight in industrial common 
stocks. Of the trusts containing so large a proportion in one 
type of investment, twenty-one listed real estate in some form, 
fifteen showed stocks and six carried bonds. A further indica- 
tion of concentration is that fifty-seven accounts each contained 
50 to 75 per cent in one class of security; twenty-seven of the 
fifty-seven showed this percentage in stocks. In general, stocks 
constituted a larger proportion of more accounts than any other 
item. Real estate in some form came next. Fifty per cent or 
more of the value of forty-two trusts was in stocks; thirty-nine 
trusts had an equivalent proportion in real estate and real estate 
obligations combined. Many of the accounts which listed bonds 
showed a very small proportion invested in any one type of bond. 
A survey of the fields of investment shows that industrial securi- 
ties were favored second only to real estate in that the former 
made up 50 per cent or more of twenty-eight accounts. 



Chapter X 


INVESTMENTS OF TRUST INSTITUTIONS— DIVER- 
SIFICATION ACCORDING TO CLASSES 

I N the preceding Chapter a brief survey was presented of the 
investments contained in the trusts as received by the trust 
institutions. The investment experience of the trust institu- 
tions in the administration of these funds over a period of years 
will now be analyzed. In this Chapter we shall study the dis- 
tribution of the investments according to classes. 

How the Investments of the 196 Trusts as a Composite 
are Diversified by Types, 1919-1932. — Table VIII gives the 
relative diversification of trust investments 1 by the nineteen trust 
institutions, taken as a total of all the trusts, for each year, 1919- 
1932. It also shows the distribution of investments contained in 
the inventory and the average per cent for each type of invest- 
ment for the fourteen years. The data of Table VIII are 
graphically illustrated in Chart III shown on page 148. 

A perusal of the data above indicates certain definite move- 
ments in the handling of the investments. By 1919, the propor- 
tions had been varied to the following extent in comparison with 
the distribution in the inventory : state and municipal bonds, and 
all corporate bonds had been increased, especially the state and 
municipal bond and railroad bond groups ; in the preferred stock 
group, the rails were increased, the utilities decreased and the 
industrials were unchanged ; the percentage in all common stocks 
had dropped; real estate was also decreased. None of the above 
changes, however, had been of a major character. Real estate 
obligations had jumped from 9.8 per cent in the inventory, to 16.5 
per cent in 1919. Thus, in general, the policy had been to decrease 
the holdings in stocks, and to allocate the funds thus obtained, 
along with the cash received in the inventory, to real estate obli- 
gations, railroad bonds, and state and municipal bonds. 

Trends in Investment from 1919 to 1932.— The percentage 
in United States government bonds rose considerably in 1920 and 


The investments made by the various trust institutions were carried 
at cost, a practice sanctioned by the law. However, where an investment 
had been, received from the creator of the trust and continued by the 
trust institution it was carried at the inventory value. 
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TABLE VIII 

RELATIVE DISTRIBUTION OF TRUST INVESTMENTS OF 196 TRUSTS 
BY TYPES IN EACH YEAR, 1919-1932 
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Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100 0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 



CHART III 


148 The Investment Policy of Trust Institutions 





1919 1920 1921 1922 1923 1924 1925 1926 1927 1928 1929 1930 1931 1932 




Investments of Trust Institutions 


149 


1921, remained practically constant at approximately 5 per cent 
to 1924, then dropped to 1.3 per cent by 1928. They were gradu- 
ally increased to 3.1 per cent by 1932. The proportion in state 
and municipal bonds was increased from 1919 to 1922, but 
remained practically constant thereafter to 1929. These bonds 
made up 14.1 per cent of the total in 1932. Railroad bonds showed 
a fairly steady decrease throughout, while utility bonds rose 
gradually from 2.8 per cent in 1919 to 8.6 per cent in 1932. Indus- 
trial bonds were rather insignificant at all times, but increased 
slightly. 

All classes of preferred stocks decreased throughout the 
period, 1919-1932. Industrial common stocks made a substantial 
gain, rising from 12.4 per cent in 1919 to 23.4 per cent in 1932. 
The percentage increase in this item came entirely from an 
appreciation in these stocks, and not from further commitments, 
as is evident from the fact that the number of accounts carrying 
this type of investment decreased. Further, many of the accounts 
investing in industrial common stocks gradually decreased the 
proportion so invested. Railroad and utility common stocks 
were steadily decreased. Bank and finance stocks were rather 
static for the entire period. 

Real estate obligations decreased for five years, falling from 
16.5 'per cent in 1919 to 13.0 per cent in 1922. From this point, 
however, there was a substantial increase in the proportion 
allocated to this type of investment. In 1931 it amounted to 22.6 
per cent and in 1932 to 22.3 per cent. Land Bank bonds (includ- 
ing both Federal Land Bank bonds and Joint Stock Land Bank 
bonds) also made an appreciable gain. They came in around 1923 
and rose to 3.1 per cent by 1930, decreasing thereafter. Real 
estate steadily dropped throughout, falling from 17.0 per cent in 
1919 to 3.0 per cent in 1932. 

It should be noted that these trends were effected while the 
principal of the trusts in the aggregate increased nearly 26 per 
cent. The major part of the gain in principal came from the sale 
of some common stocks and real estate which had appreciated 
in value. The funds received from common stocks, real estate, 
and preferred stocks were invested in real estate obligations and 
bonds. Such investments necessarily must have been large to 
make these items register a substantial gain in the face of a 
growing principal. 

Comparison with Life Insurance Companies, — In Table 
IX is exhibited a comparative distribution of investments accord- 
ing to types in trust institutions and life insurance companies for 
1932. 
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TABLE IX 


COMPARATIVE DISTRIBUTION OF INVESTMENTS BY 
TYPES IN TRUST INSTITUTIONS AND LIFE INSUR- 
ANCE COMPANIES FOR 1932 


Type of Investment 

Trust 

Institutions 4 

Life Insurance 
Companies 15 

United States Bonds 

3.1% 

2.1% 

State and Municipal Bonds 

14.1 

3.8 

Railroad Bonds 

5.1 

15.1 

Utility Bonds 

8.6 

8.7 

Industrial Bonds 

2.9 

1.8 

Foreign Bonds 

0.5 

2.5 

Railroad Preferred Stocks 

0.7 

0.4 

Utility Preferred Stocks 

0.7 

0.8 

Industrial Preferred Stocks 

3.0 

1.0 

Railroad Common Stocks 

1.7 

0.1 

Utility Common Stocks 

3.2 

0.1 

Industrial Common Stocks 

23.4 

0.4 

Bank and Finance Stocks 

4.1 

0.0 

Land Bank Bonds 

2.0 

0.0 

Real Estate Obligations 

22.3 

36.3 

Real Estate 

3.0 

4.0 

Miscellaneous 

1.6 

22.9 

Total 

100.0 

100.0 


a See Table VIII, page 147. 

. b Proceedings of the Twenty -Sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents, (1932), p. 104. 

Trust institutions contained a much larger percentage than 
life insurance companies in state and municipal obligations and 
in various common stocks, especially industrial common stocks. 
On the other hand life insurance companies carried a much larger 
proportion of their investments in railroad bonds and real estate 
obligations. Policy loans and premium notes (included under 
miscellaneous) made up 18.4 per cent of the assets of life insur- 
ance companies. Each trust account being comparatively small 
and a unit in itself, is more mobile than is the huge fund of a 
life insurance company. Undoubtedly this enables trust institu- 
tions to more readily reallocate large proportions of trust funds 
to different types of investment. In this regard there was a 
substantial increase in the proportion invested in government 
bonds and in public utility bonds during the depression. In the 
case of life insurance companies there was a decrease in the 
percentage invested in government bonds. Of the new invest- 
ments during 1932 insurance companies placed 19 per cent in 
United States government bonds and 14.8 per cent in state and 
municipal bonds. These items were exceeded only by the pro- 
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portion placed in city mortgage loans, which was 31.8 per cent. 

Distribution of Investments According to Class. — As to 
composite classes of investments selected, trust institution invest- 
ments may be divided into the following classes ; bonds, preferred 
stocks, common stocks, real estate obligations, and real property. 
Each of these classes of securities is in turn made up of a great 
variety of forms and types as may be seen from the brief descrip- 
tion of these broad groups in the following pages. Although this 
classification is not a complete index of the investments, it brings 
out a significant phase of diversification, an important element 
of any investment program. 

Investments as large in volume as those held by the trust 
institutions discussed here may be expected to reveal a rather 
broad distribution among the general classes of securities. This 
distribution is set forth in Table X for each year, 1919 to 1932, 
as shown on page 152. Chart IV on page 153 graphically por- 
trays the distribution of the composite assets according to classes 
of investment. 

Classes of Securities, — At the turn of the century, there 
were few varieties of securities available for trust investment. 
They consisted mainly of small, single first mortgages on real 
estate — usually upon dwellings or farms — municipal bonds, to 
some extent horse and electric railway bonds, and first mortgage 
steam railway bonds. Today there are over 200 types of invest- 
ment securities, including mortgage bonds, collateral trust bonds, 
debenture bonds, equipment trust securities, and miscellaneous 
bonds, foreign bonds, municipal bonds, and common and pre- 
ferred stocks, compared with a mere handful a quarter of a 
century ago. 2 

Bonds — Nature and Characteristics. — The business enter- 
prise is the user of capital, and the investor is the supplier of 
capital. Modern investment gives rise to a definite relation 
between these two. In the case of bonds the supplier of funds 
transfers them to the user on the basis of a specific contract. 
Thus the bondholder occupies the position of creditor and the 
borrower that of debtor. Bonds, then, are contractual instru- 
ments, a corporate promise to pay at some specified time the 
principal 3 with interest. If the promises contained in the bond 
are not fulfilled the bondholder has the right to foreclose on the 
pledged property or to sue for breach of contract. 


2 Stone, Ralph, “The Trust Institution — Its Growth and Development,” 
Trust Companies , Vol. 54 (Feb. 1932), p. 191. 

3 Some bonds, however, have no maturity date. 
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CHART IV 

RELATIVE DISTRIBUTION OF TRUST INVESTMENTS OF 196 TRUSTS BY CLASSES 

IN EACH YEAR, 1919-1932 

Per Cent 
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Kinds of Bonds. — Bonds are alike in that they are contractual 
instruments representing an indebtedness. In other respects, 
however, there are wide differences. The chief differences in 
the investment contracts pertain to the legal nature of the claim 
which the bondholder has against the assets and earnings of the 
issuer. There are a great variety of corporate bonds specifically 
and directly secured by property composed of three groups: 
(1) mortgage bonds, (2) collateral trust bonds, and (3) equip- 
ment securities. In the mortgage group, there is the first or 
senior lien, comprising a great variety of first mortgage bonds on 
railroads, traction companies, power and light companies, manu- 
facturing enterprises, and even on mines and quarries. The 
second or junior mortgage bonds comprise a list outnumbering 
that of the first mortgage bonds. In the junior group are found 
a multitude of second and third mortgage bonds, general mort- 
gage bonds, and others with such titles as: “first and general 
mortgage/' “first and refunding," “improvement bonds," “exten- 
sion and refunding," “first consolidating," “prior lien bonds," 
“blanket mortgage," etc. Mortgage bonds are likewise issued 
either under an open-end mortgage, a limited open-end mortgage, 
or a closed-end mortgage. All told, there are probably nearly 
fifty varieties of mortgage bonds. Collateral trust bonds and 
equipment securities are not so numerous, yet they constitute 
an important list. 

Another major division of bonds consists of those secured 
primarily by credit. Among this group are found such names 
as : “receiver's certificates," “assumed bonds," “guaranteed 
bonds," “joint bonds," “participating bonds," and various kinds 
of debentures, while a financial reorganization brings forth 
“income" or “adjustment" bonds. Then there are special types 
of bonds, or special features in the bond contract to make them 
more attractive. Among this group appear such varieties as 
“callable bonds," “convertible bonds," conversion bonds with 
callable features, and bonds with detachable purchase warrants. 
Just what these particular terms mean, however, does not always 
appear upon the surface; hence the investor must always be on 
his guard to see that he gets those bonds with features most 
desirable from his standpoint. 

Another basis for the classification of bonds is the purpose 
for which the bond is issued : “funding" or “refunding" bonds, 
to provide funds for payment of bonds about to become due; 
“consolidated bonds," to retire and consolidate all the various 
bonds previously issued into one issue ; “purchase money bonds" 
to pay for additional property; “construction bonds" to secure 
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money for new construction ; “temporary bonds” to tide the cor- 
poration over a short period; and “extended bonds” created to 
extend the payment of principal beyond the stated maturity date. 

Turning from corporate to municipal bonds, we find the 
number equally as varied. Classified according to the purpose 
of issue they are “special assessment bonds,” floated to enable 
the city to make some special improvement; “tax-anticipation 
warrants”; “water bonds,” “paving bonds,” “sewer bonds,” 
“sanitary bonds,” “drainage bonds,” “irrigation bonds,” “reclama- 
tion bonds,” and countless others. Many of these overlap the 
territory of previous issues to such an extent that only an expert 
can determine the soundness of any municipal security within 
a given section. Among the government group, there are some 
sixty-six types of foreign obligations alone, including such names 
as “external,” “internal,” “customs lien,” and “stabilization” 
bonds. 

Bonds in Trust Portfolios— The traditional theory that 
bonds are an important form of investment was clearly adhered 
to by the trust institutions under study. The average investment 
in bonds for the composite group for fourteen years, 1919 to 
1932, was 28.9 per cent. Bonds constituted 17.1 per cent of the 
196 trusts when they were received by the trust institutions. By 
1919, the proportion had been increased to 22.9 per cent. The 
trend in these securities from 1919 to 1924 was upward, rising 
to 31.1 per cent. From 1924 to 1928, however, it declined, but 
rose again through 1929 and 1932, reaching 34.3 per cent in the 
latter year. The fluctuations in the proportions carried in bonds 
were primarily due to the variations in government bonds. They 
showed a substantial gain, rising from 8.9 per cent in 1919 to 
17.2 per cent in 1932. Corporate bonds showed a rather constant 
but moderate increase throughout, primarily because of the 
increase in holdings of utility bonds. 

Bonds constituted a particularly important percentage of the 
fiduciary investments of the New York trust institutions. In 
1919, they amounted to only 25.0 per cent of the total, but in 
1932 the proportion had risen to 48.3 per cent, chiefly because of 
the increase in state and municipal bonds. Boston, likewise 
showed an increase in the investments allocated to bonds, increas- 
ing the proportion from 19.5 per cent in 1919 to 41.4 per cent in 
1932. Chicago, on the other hand, slightly decreased the propor- 
tion in bonds from 28.7 per cent in 1921 to 28.6 per cent in 1932. 
The percentage of bonds held by the Cleveland trust institutions 
was also decreased, except in 1931 and 1932, when there was 
a pronounced rise. In 1921, the proportion was 10.8 per cent; 
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in 1930, 10.9 per cent; but in 1932 it stood at 20.2 per cent. 
St. Louis throughout retained about the same proportion in 
bonds, at slightly over 20 per cent. From these figures it is 
seen that New York carried the largest proportion in bonds and 
Cleveland the smallest. Certainly, the trust institutions followed 
no uniform policy in the different cities. 

There were wide differences in the bond holdings of individual 
trusts (see Table XXVII). During the last year for which data 
were collected ten trusts held over 50 per cent of their assets in 
one type of bond. Thirty-two trusts held from 25 to 50 per cent 
in one type. A few trusts listed no bonds in their portfolios. 
In others the proportion ranged from a small per cent to approxi- 
mately 100 per cent. 

Preferred Stocks. — Preferred stock represents ownership 
in a corporation. It is like common stock except for certain 
preferences or limitations which it may contain, as specified in 
the charter or by-laws. Preferred stock is so labelled because it 
is given certain priorities over the common. The preference 
position of such stock is nearly always with respect to income; 
frequently it is also preferred as to assets. Although preferred 
stocks, as a group, have more investment risks than bonds, their 
position is superior to that of common stocks. They offer cer- 
tain investment advantages and appeal to those investors who 
seek a higher return than bonds afford. 

It is true that preferred stocks have certain objectionable 
features as an investment in that they do not bear the position 
of creditor, like bonds, nor do they have the possibilities, unless 
participating, of enjoying the advantage of full ownership. In 
many cases, however, in which companies have issued no bonds, 
preferred stocks hold a position similar to bonds with regard to 
a prior claim upon property and income. Thus, where preferred 
stocks are not subordinate to prior bond liens, or are subordinate 
only to very small issues, and represent substantial industries, 
they may deserve a high investment rating. 

There are various types of preferred stock, though they are 
not so numerous as bonds. Some twenty-three types go to make 
up this group of stocks ; they appear under such titles as : "pre- 
ferred as to dividends/’ "preferred as to dividends and assets,” 
"cumulative,” "non-cumulative,” "first preferred,” "second pre- 
ferred,” "callable,” "non-callable,” "participating,” "voting,” 
"non-voting,” and "convertible.” 

Investment in Preferred Stock. — Preferred stock as a 
composite investment in the trusts showed a fairly steady decrease 
from 7.9 per cent in 1919 to 4.4 per cent in 1932, averaging 6.6 
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per cent for the fourteen years. Industrial preferred stocks con- 
stituted more than 50 per cent of this group. These securities 
showed little change in Boston and Chicago for the entire period, 
but steadily decreased in the other cities. 

Among the individual trusts a fairly large number exhibited 
no preferred stock at the end while a small number contained 
over 50 per cent in these securities. In general, the trusts 
holding preferred stocks, showed a relatively small percentage of 
their assets so invested. 

Common Stocks. — Common stock represents an unrestricted 
ownership in a corporation. It is a “residual” ownership, how- 
ever. That is, common stock has a right in the assets and earn- 
ings after prior claims represented by bonds and preferred stocks 
have been met. They also assume all the hazards incidental to 
ownership. Thus, common stocks stand in a position to receive 
almost unlimited profits or to incur total loss. They offer a 
number of attractive features to the investor, growing out of 
price changes, trends in industry, and corporate policies of 
reinvesting earnings. 

Common stocks do not differ in type so greatly as do bonds 
or even preferred stocks. Yet there are some thirteen different 
kinds including “par value” or “non-par value,” “voting” or 
“non-voting,” usually designated as “class A” and “class B.” 

Common Stock in Trust Portfolios. — Common stocks were 
received in trust from the grantor primarily rather than by delib- 
erate purchase. They constituted 38.5 per cent of the trusts’ 
assets in the inventory. The figure had dropped to 35.0 per cent 
in 1919 and to 30.7 per cent in 1926. From 1926 to 1931 there 
was a rise in this group, the proportion becoming 34.2 per cent 
in 1929. By 1932 the proportion in common stocks had declined 
to, 32.4 per cent For the fourteen years, 1919 to 1932, common 
stocks averaged 33.2 per cent and were relatively the largest 
class of investment in the composite fund except bonds. 

The trust institutions in each of the five cities decreased the 
proportion allocated to common stocks as compared with the 
total received in the principal from the grantor. As a group the 
New York trusts contained the smallest percentage of common 
stocks; this percentage was reduced nearly two-thirds by 1932. 
The other cities showed less change in common stocks. 

The individual trusts again showed wide differences in the 
percentage invested in these securities, varying from none in 
some accounts to over 75 per cent in others. (See Table XXVII.) 

Real Estate Obligations. — Real property as security for 
long-term loans is probably the oldest and most popular form of 
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investment in the United States. Real estate obligations in some 
form, principally first mortgages, are legal in every state for trust 
investments, savings banks and other institutions. Their invest- 
ment standing is traditional. The popularity of real estate obliga- 
tions, however, should not influence one to select them without 
investigation. Such instrument varies in quality as greatly as 
do other types of investment. At best most of the real estate 
obligations have a comparatively slow market. Further, a major- 
ity of these instruments, especially mortgages, require a great 
deal of supervision. Only through careful selection and super- 
vision are real estate mortgages to be considered a safe class of 
investment. 

Real estate instruments consist of a great variety of securities 
besides the various classes of mortgages. They have been devel- 
oped to include such names as the real estate mortgage bond 
which may be a first, second, third, etc,, mortgage bond, collateral 
real estate mortgage bond, leasehold bond, guaranteed mortgage 
bond, debenture bond, mortgage participating certificates, guaran- 
teed mortgage certificates, first mortgage leasehold and land trust 
certificates. Preferred and common stocks are also found in 
the real estate field, but they play a very minor role. 

Proportion of Trust Principal in Real Estate Obliga- 
tions. — Real estate obligations were the third largest class of 
investment, averaging 19.4 per cent of the principal of the 196 
trusts for the period 1919-1932. This group of investments 
showed the most pronounced gain over the percentage contained 
in the inventory of any class in the composite assets. The data 
of Table X exhibit the following figures : inventory, 9.9 per 
cent; 1919, 16.5 per cent; 1930, 25.1 per cent; 1932, 24.3 per cent. 

In each of the five states, the trust institutions placed a large 
percentage of the trust assets in real estate mortgages or bonds. 
These showed a substantial gain in New York, Cleveland, and 
St. Louis; only a slight increase in Chicago, and no increase in 
Boston. The Cleveland trust institutions were the only ones 
that contained land bank bonds, holding principally Joint Stock 
Land Bank bonds. 

The individual trusts showed wide differences in their policy 
with respect to investing in real estate obligations. One hundred 
and sixty-eight accounts had some of their principal so invested 
in the last year for which data were collected. Of this number, 
twenty-nine held over 75 per cent in this class of investment 
and twenty-eight held from 50 to 75 per cent. Twenty-one of 
the one hundred and sixty-eight trusts had less than 5 per cent 
in these investments. 
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Real Estate. — The real estate holdings were all received in 
trust from the grantor. Consequently this item is not indicative 
of the investment policy of trust institutions. It is doubtful if 
real estate has a permanent place in a trust investment program. 

Real property averaged 10.5 per cent of the composite assets 
for the period 1919 to 1932. It showed the most pronounced 
drop of any type of investment, decreasing from 18 per cent in 
the inventory to 17 per cent in 1919 and to 3 per cent in 1932. 

In every city the trust assets containing real estate in amounts 
of any importance showed a gradual, but a substantial decrease 
in this item. New York trust institutions accounted for over 
50 per cent of the total investments in real property. Ranking 
next to New York in their real estate investments were the 
Cleveland trust institutions. 

Even after a long period of operation thirty-one trusts con- 
tinued to held real estate as part of their portfolio. In eight of 
these accounts real estate proper constituted over 50 per cent of 
the principal. At the end of the trusts only 15 per cent contained 
real estate while in the inventory real estate was listed in nearly 
29 per cent of the accounts. 

Summary. — During the period 1919 to 1932, bonds showed 
TABLE XI 

DISTRIBUTION OF INVESTMENTS BY CLASSES IN 
TRUST INSTITUTIONS AND LIFE INSURANCE 
COMPANIES, 1924-1932 

Trust Companies 

Class of Investment 1924 1925 1926 1927 1928 1929 1930 1931 1932 


% % % % % % % % % 

Bonds 31.1 29.7 28.2 26.9 26.6 28.3 29.4 32.8 34.3 

Preferred Stock 7.4 7.4 6.9 6.3 5.4 5.9 6.0 4.4 4.4 

Common Stock 33 6 31.9 30.7 31.4 33.2 34.2 33.4 33.3 32.4 

Real Est. Oblig. 14.8 18.7 19.9 21.3 21.9 24.5 25.1 24.8 24.3 

Real Estate 11.8 11.8 11.4 11.0 8.8 6.2 5.1 3.8 3.0 

Miscellaneous 1.3 0.5 2.9 3.1 4.1 0.9 1.0 0.9 1.6 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Life Insurance Companies a 

% % % % % % % % % 

Bonds 40.6 39.4 37.4 37.1 36.6 35.2 34.8 34.8 34.0 

Preferred Stock 0.1 0.1 0.1 0.2 0.8 1.5 2.1 2.2 2.2 

Common Stock 0.6 0.6 0.6 0.5 0.4 0.5 0.6 0.5 0.6 

Real Est. Oblig 39.6 41,1 43.0 43.1 42.5 42.0 40.5 38.4 36.3 

Real Estate.. 1.8 1.8 1.8 1.9 2.1 2.2 2.4 2.8 4.0 

Miscellaneous 17.3 17.0 17.1 17.2 17.6 18.6 19.6 21.3 22.9 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


* Proceedings of the Twenty-sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents, (1932), pp. 108-9, 
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a substantial increase ; real estate obligations made a considerable 
gain ; preferred stocks dropped a good deal ; real estate decreased 
heavily; and common stocks maintained approximately their 
relative position. 

Comparative Distribution of Investments According to 
Classes in Trust Institutions and Life Insurance Com- 
panies, 1924-1932. — In Table XI on page 159 is presented the 
diversification of investments by classes in trust institutions com- 
pared with life insurance companies. 

Life insurance companies show a definite decrease in bonds 
and real estate obligations. There was an increase, however, in 
the proportion allocated to government bonds during the depres- 
sion period. Railroad bonds declined from 21.7 per cent in 1924 
to 15.6 per cent in 1932. All other bond groups of any impor- 
tance except United States bonds showed an increase during the 
same period. The decreases in bonds and real estate obligations 
were offset by the gains in policy loans and premium notes, and 
in real estate. Policy loans and premium notes, included in mis- 
cellaneous, increased from 12.3 per cent in 1924 to 18.4 per cent 
in 1932. Life insurance companies also increased the percentage 
in preferred stocks. 

In comparison trust institutions increased bonds and real 
estate obligations but decreased preferred stocks and real estate. 

Distribution of Trust Investments According to Classes 
in Trust Institutions Compared with National Banks, 
1932, — The distribution of trust investments in trust institutions 
and in national banks, according to classes is shown in Table XII. 

TABLE XII 

COMPARATIVE DISTRIBUTION OF TRUST INVESTMENTS 
BY CLASSES IN TRUST INSTITUTIONS AND 
NATIONAL BANKS, 1932 


Classes of Investment 

Trust Institutions* 

National Banks b 

Bonds 

34.3% 

37.6% 

Stocks 

36.8 

30.9 

Real Estate Oblig. 

24.3 

16.1 

Miscellaneous 

4.6 

15.4 

Total 

100.0 

100.0 


a See Table X. 

b Annual Report of the Comptroller of the Currency , 1932. 
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Although there were differences in the proportions allocated 
to the different classes of investment these variations are probably 
explained by the fact that the trusts being administered by trust 
institutions had been in existence thirteen years or longer while 
the trust investments of the national banks represent a cross 
section of the different trusts, irrespective of the time they had 
been in existence. 

Comparative Distribution of Investments by Classes in 
Various Institutions. — A further comparison of investments 
of trust institutions with other institutions is exhibited in 
Table XIII on page 162. 

It is interesting to note that the trust institutions held a 
larger proportion of bonds than was held by other institutions 
except commercial banks. Likewise, the trust institutions con- 
tained next to the largest percentage in common stocks, being 
exceeded only by the fire insurance companies. This difference 
is largely due to the fact that the trust institutions received a 
substantial portion of the trust assets in the form of common 
stocks. It is doubtful if their policy in choosing this type of 
investment differed radically from that of the other institutions. 
The trust institutions in Boston, however, did invest a consider- 
able portion of their trust funds in stocks as a matter of choice. 
The Cleveland institutions also purchased some common stocks. 
In general, trust institutions, life insurance companies and sav- 
ings banks have been barred in most states from selecting stocks 
by statutory law. For the most part, however, fire insurance 
companies have labored under no such restrictions; hence their 
distribution of investment should conform more nearly to the 
ideal practice. 

As for real estate obligations, the trust institutions contained 
less than did either life insurance companies or savings banks. 
Fire insurance companies and commercial banks did not list real 
estate obligations separately, if they contained any. 

Distribution of Investments by Class in Trusts Grouped 
According to Size. — The distribution of trust assets, with 
respect to class of investment, in trusts classified according to 
size, is exhibited in Table XIV, as shown on pages 164-165, for 
each year, 1919 to 1931. Each group of accounts is a composite 
of all the trusts from each city within the size limits specified. 

The data show that the proportion in bonds was not greatly 
different in the various groups of trusts. The trends of invest- 
ment, however, in the different classes were dissimilar. The 
trusts ranging from $0 to $25,000 decreased the proportion in 
bonds, while the group of $1,000,000, or over, increased the per- 
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centage allocated to this class of investment. The group from 
$75,000 to $200,000 also reduced the proportion carried in bonds. 
The $500,000 to $1,000,000 class decreased the amount in bonds 
for 1919 to 1922, but thereafter substantially increased this item. 

This trend was reversed for bond holdings in the trusts rang- 
ing from $200,000 to $500,000. In the group from $25,000 to 
$75,000 there was a slight increase in the proportion contained 
in bonds. 

Preferred stock showed about the same movement in all the 
groups below $1,000,000. In these groups there was a small gain 
in the proportion carried in preferred stocks for the first two 
or three years, but a gradual decrease thereafter. There was a 
constant decline in the percentage contained in this class of invest- 
ment in the largest group. This type of investment constituted 
a smaller proportion of the assets in the group of trusts of 
$1,000,000 or over than of any other group. 

The percentage in common stocks was decreased in the classes 
of accounts below $75,000 in size. The proportion in this class 
of investment, however, was not appreciably changed in the four 
groups of trusts ranging above $75,000. Common stocks consti- 
tuted the largest proportion of the investment in the class of 
$1,000,000 or over. They amounted to 15 per cent or more in 
each group, being exceeded by bonds and real estate obligations 
in the groups below $200,000 in size. 

Real estate obligations were contained in the largest propor- 
tions in the trusts below $200,000. The trend of investment in 
this item was uniformly the same in all the groups. Each group 
showed a gain in this class of investment from 1919 to 1932, 
although there was a decrease for the first few years — except 
in the trusts ranging from $500,000 to $1,000,000. 

All the groups less than $500,000 in size held a small propor- 
tion of their investments in real estate proper. Each of these 
groups showed a definite decrease in this item throughout the 
period, 1919-1932. While this class of investment ranked pro- 
portionately large in the groups above $500,000 — especially in 
the trusts from $500,000 to $1,000,000 — the trend was the same 
as in the preceding groups. 

Apparently the trust institutions followed a definite policy 
with respect to real estate proper and real estate obligations. 
However, it is practically impossible to tell whether the differ- 
ences in the other classes of investment in the several groups 
were due primarily to the contents of the trusts at the time 
when they were received or to a planned policy on the part of 
the trust institutions. 
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Chapter XI 


INVESTMENTS OF TRUST INSTITUTIONS — DIVER- 
SIFICATION ACCORDING TO FIELDS 

I N this Chapter we shall consider how trust institutions dis- 
tributed the principal of the trusts according to fields from 
1919 to 1932. We shall first note the division of investments 
according to broad classes, comprising the following fields : gov- 
ernmental obligations, corporate securities, real estate and real 
estate obligations, and miscellaneous. In Table XV is shown 
the percentage distribution of investments in these broad groups 
for the inventory of the trusts, and for the years 1919, 1926 and 
1932. 

TABLE XV 

DIVISION OF INVESTED ASSETS OF 196 TRUSTS INTO 
GENERAL FIELDS OF INVESTMENT 
Field of Investment Inventory 1919 1926 1932 


Governmental 6.9% 9.4% 13.9% 17.7% 

Corporate 55.5 56.4 51.9 53.4 

Real Estate 27.9 33.5 31.3 27.3 

Miscellaneous 9.7 0.7 2.9 1.6 

Total 100.0 100.0 100.0 100.0 


It is quite evident from the foregoing data that trust invest- 
ments depend primarily upon corporate enterprises rather than 
upon real estate or governmental units. The trust institutions 
made only minor changes in the proportion allocated to the cor- 
porate field. The percentage in governmentals showed a substan- 
tial increase, while the real estate group decreased considerably 
from 1919 to 1932. This change was due to the pronounced 
decrease in real estate proper. 

A further and more detailed study of the investments may be 
made by analyzing the component parts of these broad fields. 
Governmental obligations may be divided into three classes : those 
issued by the Federal Government ; those issued by municipalities 
and districts within the United States ; and those issued by foreign 
governments and various political subdivisions outside the 
country. Corporate securities are usually divided into the fol- 
lowing groups: railroad, utility, industrial, bank and insurance. 
Real estate investments are classified as mortgages, mortgage 
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bonds, and real property. Miscellaneous includes all other items, 
chiefly cash. The percentage of the total assets of the 196 trusts 
invested in each field for each year 1919 to 1932 is exhibited in 
Table XVI on page 168. These data are shown graphically in 
Chart V on page 169. 

Governmental Investments. United States government 
bonds are the best of all investments from the standpoint of 
safety and marketability. They represent the nearest approach 
to pure investment. Although they are not secured by a specific 
lien on property, they are direct obligations of the government. 
There is little question of their investment position as the govern- 
ment commands the taxing power over a rich nation. However, 
their yield is correspondingly low. In the light of these charac- 
teristics, it is interesting to note to what extent the trust institu- 
tions favored these securities for their trust portfolios. When 
the trust institutions received the property, fifty-nine of the one 
hundred ninety-six trusts contained United States government 
bonds. In the last year of accounting for which data were col- 
lected these securities were listed in seventy-three of the 196 
accounts. The percentage of the composite assets so invested 
was quite small. United States government bonds constituted 
only 2.9 per cent of the inventory, and never exceeded 5.7 per 
cent at the maximum in 1921, when they were bought most freely 
in a depressed market. From 1928 to 1932, the percentage rose 
from 1.3 per cent to 3.1 per cent. 

Until recently, state and muncipal bonds ranked next to 
United States government obligations. While state bonds for 
the most part continue to hold a high position as sound invest- 
ments, many municipal securities have lost ground, and are of 
doubtful quality. The tax-exempt feature of this type of security 
is valuable only to the larger accounts. Their low return and 
somewhat limited marketability have apparently excluded them 
from trust portfolios. In the inventory, only forty-four trusts 
contained these bonds, and in the last year of accounting they 
were held by sixty-one trusts. They constituted only 3.5 per 
cent of the composite fund in the inventory. In 1919 the per- 
centage had grown to 5.9, and by 1922, it had become 10.6 per 
cent. There was little change in this item from 1922 to 1929, 
but it rose to 14,1 per cent in 1932. 

Foreign government bonds played a minor part in the trust 
portfolios, the composite assets showing less than 1 per cent in 
this field. There were few purchases of foreign bonds; prac- 
tically the entire amount was received in trust from the grantor. 

Throughout the fourteen years governmentals comprised a 
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CHART V 

RELATIVE DISTRIBUTION OF TRUST INVESTMENTS OF 19 6 TRUSTS BY FIELDS 

IN EACH YEAR, 1919-1932 
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fair proportion of the investments of the 196 trusts. They 
increased from 9.4 per cent in 1919 to 17.7 per cent in 1932, the 
most pronounced gain appearing during the depression years. 

Among the individual trusts many carried no government 
securities, and those listing this type of investment held but a 
relatively small proportion of their principal in such securities. 
However, a few accounts had a large amount of their assets so 
invested. State and municipal bonds comprised over 50 per cent 
of three trusts and between 25 per cent and 50 per cent of six 
others. 

Railroad Obligations. For decades railroad bonds have 
been virtually “standard” investments. They have long been a 
major factor in the portfolios of life insurance companies, savings 
banks, and many other conservative institutions. Obviously, trust 
institutions, too, have an important stake in this field. When the 
property of the 196 trusts was handed over to the trust institu- 
tions, railroad obligations constituted 18.4 per cent of the total 
assets. The proportion in rails was increased to 21.9 per cent 
in 1919, but thereafter, it steadily decreased, every type of rail- 
road security showing this declining trend from 1919 to 1932. 

The stake of various institutional investors in railroad obliga- 
tions is large. It is estimated that nearly 60 per cent of the 
$11, 835,523, 146 1 railroad bonds, or about $6,866 million, are 
owned by institutions. 2 Life insurance companies have $2,866,- 
000,000, or 15.1 per cent of their resources in railroad bonds; 3 
mutual savings banks have $1,700,000,000 ; commercial banks have 
$1,016,000,000; educational organizations have $176,000,000; 
other institutions own $1,108, 000, 000. 4 In addition to these large 
institutional holdings, it is estimated that over 900,000 individuals 
own $7,000,000,000 par value of railroad stocks, as well as several 
billion dollars worth of railroad bonds. 5 

Although the data show that trust institutions placed less 
than 20 per cent of their trust assets in railroad obligations, and 
constantly decreased the proportion, the present depressed state 
of the railroads is regarded as serious for the investor in this 
type of security. 

The New York portfolios held a relatively large proportion 

1 Interstate Commerce Commission’s annual report, 1933. 

2 Jones, John Price, “Our Stake in the Railroads,” Barrons. Feb. 29, 
1932, p. 8. 

8 Proceedings of the Twenty-Sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents , (1932), p. 108. 

4 Jones, op. cit 

6 Wood, Struthers & Company, Trusteeship of American Endowments , 
(1932), p. 41. 
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in the rail group, both in bonds and common stocks. The latter, 
however, were not purchased by New York trust institutions 
themselves, but were received from the grantor. The proportion 
allocated to rails showed a gain in Boston, but a decrease in all 
other cities. 

The last year for which data were collected showed that six 
trusts contained over 50 per cent of their principal in railroad 
bonds while nine had between 25 per cent and 50 per cent so 
invested. Four portfolios also held 25 per cent to 50 per cent 
in railroad common stocks. For the most part, however, the 
trusts containing rails held a rather small percentage in this field. 

Public Utility Securities. One of the significant develop- 
ments in the investment market during the past decade has been 
the rise of the securities of public utility companies to a position 
comparable to that long enjoyed by railroads. The obligations 
of sound, well-managed and properly capitalized public utility 
corporations have withstood the depression exceedingly well. 
This is especially true of the light and power companies. The 
obligations of the operating companies, engaged primarily in the 
electric field, have a most favorable record as sound investments. 
Many of the securities within the past seven years have been 
made legal investments in Massachusetts, New York, New Jersey, 
and Connecticut. The bonds of the American Telephone and 
Telegraph Company and its constituent companies, are also 
ranked among the prime investments of the country. However, 
the belated recognition given to these instruments by our legis- 
lators has precluded them to a large extent, except in recent 
years, from investment for trust funds. However, the propor- 
tion allocated to utilities as a class showed some increase. The 
gain was due to utility bonds, as stock decreased. The percentage 
of investments in this field was shown to be 11.8 per cent in the 
inventory. It dropped to 8.9 per cent in 1927, but thereafter 
rose to 12.5 per cent in 1932. Utility bonds showed a fairly 
steady rise throughout. In the respective cities, Boston and 
St. Louis increased the percentage in utilities, while New York, 
Chicago and Cleveland decreased their investments in this field. 
The proportion in utility bonds, however, was increased in each 
city. 

There were wide differences in policies of individual trusts 
with respect to utility investments. A goodly number held no 
utility securities at any time. Many others selected only a small 
proportion of these investments. At the end fifteen trusts con- 
tained from 25 per cent to 50 per cent in utility bonds, four held 
this proportion in utility preferred stocks and three showed the 
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same amount in common stocks. Only one trust contained over 
SO per cent in utility securities. 

Industrial Securities. The industrial field covers a wide 
list of industries, representing hundreds of forms of business, 
so that it is exceedingly difficult to survey this group accurately 
or completely. Lack of standardized practices in accounting and 
in the rendering of reports further complicates the situation. The 
railroads and public utilities have definite accounting systems 
and uniform regulatory measures applied by either federal or 
state government. These factors facilitate a close scrutiny over 
earnings. The industrial field has no such uniform regulation 
nor accounting practices, and the competitive conditions under 
which industrials operate make it difficult for any but the strong- 
est to survive. 6 Consequently, business risks in this field are 
necessarily higher. 7 But on the other hand, the opportunities 
for growth and profit are considerable, probably superior to 
those offered by railroads and public utilities. 

It is most interesting to observe that despite the more or less 
speculative nature of industrial securities, the industrial group 
constituted a larger proportion of trust investments than either 
rails or utilities. They were exceeded only by real estate and 
real estate obligations as a composite. In the inventory, industrial 
securities constituted 19.3 per cent of the total assets. This group 
showed a substantial increase from 1919 to 1932, rising from 
18.5 per cent to 29.3 per cent. Common stocks were the predomi- 
nant element of the industrial group, and their appreciation 
accounted primarily for the increased percentage shown in this 
field. 

Trust institutions in Chicago and Cleveland increased the 
proportion of their holdings in the industrial field, but in the other 
cities this group showed a decrease. Chicago and Cleveland 
contributed over 50 per cent of the aggregate investment in 
industrial common stock. 

Large industrial holdings were due primarily to the role of 
industrial common stocks. At the end, this item comprised over 
75 per cent of two accounts and from 50 per cent to 75 per cent 
in two others. Sixteen trusts contained between 25 per cent and 
50 per cent in these stocks. Industrial preferred stock composed 


6 Other factors are instability of demand, changes in style, tastes, 
business conditions, etc. 

7 While in general, industrial corporations are subject to high business 
risks, there are exceptions. For instance, such concerns as the Aluminum 
Company of America, Eastman Kodak, and the Texas Gulf Sulphur 
Company, which are essentially monopolies. 
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over SO per cent of the investment of two accounts and from 
25 per cent to SO per cent of three other accounts. 

Real Estate Investments. Real estate in some form is an 
important part of the investments of life insurance companies, 
savings banks, universities and colleges, and many other institu- 
tions. Life insurance companies in 1932 had 40.3 per cent in 
real estate, 36.3 per cent being in mortgages, and 4.0 per cent in 
real estate proper. Savings banks had an even larger proportion 
so invested. American universities and colleges in 1931 had 27.4 
per cent invested in real estate, 8 slightly over one-half being in 
real estate bonds or mortgages, largely the latter. This type of 
investment constitutes the largest single class in the trust port- 
folios. 

The beginning of the trusts showed an aggregate of 27.9 per 
cent in this item. By 1919, the proportion had increased to 33.5 
cent, but for the next few years, the percentage dropped, being 
26.6 per cent in 1924. From this point the proportion was 
increased again, standing at 27.3 per cent in 1932. The separate 
items in the real estate group showed the following trends : real 
property dropped steadily throughout; real estate obligations 
decreased from 16.S per cent in 1919 to 13.0 per cent in 1924. 
From this point, however, there was a substantial rise in the pro- 
portion allocated to this item, which reached 22.3 per cent in 
1932. Land bank bonds also made an appreciable gain. 

At the end of the period studied real estate obligations were 
an investment selection in 168 of the 196 trusts. This type of 
investment comprised over 75 per cent of the principal in twenty- 
nine trusts, and made up 50 per cent to 75 per cent in twenty- 
eight other accounts. Twenty-nine other trusts also had from 
25 per cent to 50 per cent so invested. 

Real estate proper constituted 50 per cent or more of eight 
trusts and from 25 per cent to 50 per cent of four others. 

The New York trust institutions carried the greatest propor- 
tion in real estate (real estate and real estate obligations). The 
average was approximately 45 per cent for the fourteen years, 
1919 to 1932. Real estate obligations showed a pronounced gain 
rising from 25 per cent in 1919 to about 54 per cent in 1932. 9 
In the Boston trusts the percentage in both real estate and real 
estate obligations decreased. Real estate obligations were 
increased by the Chicago institution from about 16 per cent in 
the inventory to around 45 per cent in 1932. The Cleveland 

8 Wood Struthers & Co., op, cit p. 60. 

9 These data are based on an average, counting each trust of equal 
weight. On a relative basis these figures would be considerably smaller. 
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trusts showed a substantial gain in real estate obligations also. 
When the trusts were received from the grantor, 7,9 per cent was 
in this investment while in 1932 it was about 25 per cent. Hold- 
ings in real estate proper were decreased by the Cleveland trust 
institutions. From 1921 to 1932 there was a decline in the pro- 
portion contained in the composite of real estate and real estate 
obligations. Real estate obligations were increased in the St. 
Louis accounts, the proportion rising from 14 per cent in the 
inventory to 28 per cent in 1931. 

Around 80 per cent of the real estate obligations came from 
New York and Chicago; New York trust institutions contributed 
approximately 60 per cent of the total. Real estate proper was 
also supplied chiefly by the New York trusts. 

Although real estate (chiefly real estate obligations) has been 
a favorite form of investment for trustees, its standing has been 
sharply shaken by the events of recent years. The general col- 
lapse in all forms of real estate is of major concern to all invest- 
ors. It is estimated that a large percentage of all real estate 
obligations are in distress, the result of foreclosure, defaults, or 
non-payment of taxes. All told, several billion dollars worth 
of real estate obligations have been in default since the depression 
began. Traditional practices of selecting real estate securities 
are no longer satisfactory, but will have to be revised on a more 
scientific basis. 

Financial Investments. — Undoubtedly, the stocks of many 
well-managed banks and insurance companies constitute substan- 
tial investments. Their shares have represented a conservative 
medium for participating in the longer term growth of equities. 
Sagacity in the selection of these securities is highly important, 
however, and difficult. Bank and insurance stocks have not been 
to date an important element in the investments of institutions. 
The trust institutions studied contained a larger proportion of 
investments from this field than did insurance companies, savings 
banks, or leading universities and colleges. At the beginning 
6.0 per cent of trust assets were invested in finance securities, 
principally bank stocks. This proportion, however, was decreased 
throughout, except for a few years. In 1932 it amounted to 4.1 
per cent. This type of investment reached important proportions 
only in Cleveland and St. Louis. 

Comparative Distribution of Investments of Trust Insti- 
tutions and Life Insurance Companies by Fields. — Table 
XVII shows the comparative distribution of assets according to 
the fields of investment of trust institutions and life insurance 
companies for each year, 1925 to 1932. 
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TABLE XVII 

COMPARATIVE DISTRIBUTION OF INVESTMENTS OF 
TRUST INSTITUTIONS AND LIFE INSURANCE 
COMPANIES BY FIELDS, 19254932 


Trust Institutions 

Field of 

Investment 1925 1926 1927 1928 1929 1930 1931 1932 

Government ... 15.3% 13.9% 12.4% 12.2% 13.2% 13.9% 16.7% 17.7% 

Railroad 16.8 16.5 16.3 13.8 10.0 9.4 7.9 7.5 

Utility ........ 9.4 9.0 8.9 9.7 11.5 11.8 11.9 12.5 

Industrial 23.5 22.7 23.3 25.8 28.7 28.8 29.4 29.3 

Real Estate.... 30.5 31.3 32.3 30.7 30.7 30.2 28.6 27.3 

Miscellaneous . 4.5 6.6 6.8 7.8 5.9 5.9 5.5 5.7 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Life Insurance Companies* 

Government ... 11.9% 9.5% 8.6% 8.0% 7.9% 7.7% 8.3% 8.4% 

Railroad 20.8 20.2 19.4 18.7 17.7 17.0 16.2 15.6 

Utility 5.9 6.9 8.2 9.0 9.0 9.7 9.8 9.6 

Industrial 1.5 1.5 1.6 2.1 2.6 3.1' 3.2 , 3.2 

Real Estate.... 42.9 44.8 45.0 44.6 44.2 42.9 41.2 40.3 

Miscellaneous . 17.0 17.1 17.2 17.6 18.6 19.6 21.3 22.9 

Total 100.0 100.0 100.0 100.0 100.0 100.0' 100.0 100.0 


a Proceedings of the Twenty-Sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents , (1932), pp. 108-9. 

From the above data, we note that the trend of trust institu- 
tion investments in these broad fields, as compared with invest- 
ments of life insurance companies, shows some similarity. The 
proportions in the various groups, however, show a wide varia- 
tion. The widest difference seems to be in the industrial group, 
real estate, and miscellaneous. The trust institutions have a 
larger percentage invested in government bonds, and in utility 
and industrial obligations. Life insurance companies contain a 
larger percentage of rails, real estate, and miscellaneous. 

Comparison of Investments of Trust Institutions and 
Fire Insurance Companies by Fields. — Table XVIII on page 
176 compares, with respect to the field of investment, the diversi- 
fication of the principal of 196 trusts from nineteen trust insti- 
tutions from five states with the combined investments of ten 
large fire insurance companies. 

The figures clearly reflect the following differences : The trust 
institutions have larger investment in governmentals, industrials 
and real estate, the governmentals consisting principally of state 
and municipal bonds, the industrials of common stock, and the 
real estate of real estate obligations. The fire insurance com- 
panies contained a larger proportion of rails and utilities which 
were due to their larger holdings of common stocks in these 
fields. They also showed a much greater percentage invested in 
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TABLE XVIII 


COMPARATIVE DISTRIBUTION OF INVESTMENTS OF 
TRUST INSTITUTIONS AND FIRE INSURANCE 
COMPANIES BY FIELDS, 1932 



Trust 

Fire Insurance 

Field of Investment 

Institutions 

Companies 4 

Government 

17.7% 

14.0% 

Railroad 

7.5 

18.3 

Utility 

12.5 

15.8 

Industrial 

29.3 

17.0 

Finance 

4.1 

18.9 

Real Estate 

27.3 

3.8 

Miscellaneous 

1.6 

12.2 

Total 

100.0 

100.0 


4 Ten large fire insurance companies. Best's Insurance Reports — Fire 
and Marine, 1933. 


United States government bonds and in bank and insurance com- 
pany stocks. 

Comparison of Investments of Trust Institutions with 
Those of Other Institutions by Fields. — The distribution of 
investments, according to fields, of trust institutions compared 
with New York Savings banks and Harvard University is 
exhibited in Table XIX. 


TABLE XIX 

DIVERSIFICATION OF INVESTMENTS BY FIELDS IN 
TRUST INSTITUTIONS, NEW YORK SAVINGS BANKS 
AND HARVARD UNIVERSITY, 1932 


Trust New York Harvard 

Field of Investment Institutions Savings Banks 4 University b 

Government 17.7% 16.2% 11.0% 

Railroad 7.5 12.6 17.0 

Utility 12.5 3.3 28.0 

Real Estate 27.3 60.4 13.0 

Others 0 35.0 7.5 31.0 

Total 100.0 100.0 100.0 


a Report of the Stiperintendent of Banks, 1932. 
b Jordon, David F., Investments, (1933), pp. 266-7. 
c Includes industrials, finance and miscellaneous. 


It is interesting to note that both the savings banks and Har- 
vard carried a larger proportion in rails, than did trust institu- 
tions. Utilities were more favored by Harvard. The savings 
banks primarily selected real estate instruments. Trust institu- 
tions contained a greater percentage of government obligations 
and industrial securities. 
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Division of Bonds, Preferred Stock, and Common Stock 
According to Fields of Investment — Bonds. — In Table VIII 
is set forth the division of bonds, preferred stocks, and common 
stocks of the composite assets among the various fields of invest- 
ment. According to this Table, state and municipal obligations 
were the largest single item of the bond group, 10 constituting the 
largest percentage of the composite fund. It was the only bond 
item which at any time involved 10 per cent of the composite 
assets. In 1919 and 1920, however, railroad bonds exceeded 
state and municipal obligations. In the aggregate, government 
obligations held first place over rails, utilities, or industrials by 
an average of more than SO per cent. Corporate bonds as a com- 
posite, however, exceeded government bonds by a small fraction. 

The proportional distribution of bonds is exhibited in Table 
XX. 

TABLE XX 


DISTRIBUTION OF BONDS OF 196 TRUSTS ACCORDING 


TO FIELDS, IN 

THE INVENTORY, 

1919 AND 

1932 

Field of Investment 

Inventory 

1919 

1932 

Government 

40.3% 

41.1% 

51.6% 

Railroad 

38.6 

39.7 

14.8 

Utility 

16.4 

12.2 

25.1 

Industrial 

4.7 

7.0 

8.5 

Total 

100.0 

100.0 

100.0 


These figures show the dominant position of governmentals, 
especially in 1932. Each group of bonds except rails showed an 
increase ; rails shrank more than 60 per cent. The bond holdings 
were concentrated at the end in governmentals and utilities, the 
two groups constituting 76.7 per cent of the total. This is a 
sound policy for such a period and gives strength to a portfolio, 
as bonds alone comprised 34.3 per cent of the investments in 
1932. 

The comparative distribution, according to fields, of the bonds 
of the trust portfolios with those held by fifty-two life insurance 
companies is shown in Table XXI on page 178. 

Bonds constituted 34 per cent of the investments of life 
insurance companies and 34.3 per cent of the trust institutions. 
The trust institutions had twice the proportion in governmentals 
as did the insurance companies. Rails were the principal item 
in the bond account of insurance companies, the proportion being 

10 No attempt has been made to give a separate classification to real 
estate bonds. 
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TABLE XXI 

DISTRIBUTION OF BONDS ACCORDING TO FIELDS IN 
TRUST INSTITUTIONS AND LIFE INSURANCE 
COMPANIES, 1932 



Trust 

Life Insurance 

Field of Investment 

Institutions 

Companies 4 

Government 

51.6% 

24.7% 

Railroad 

14.8 

44.4 

Utility 

25.1 

25.6 

Industrial 

8.5 

5.3 b 

Total 

100.0 

100.0 


tt Fifty-two life insurance companies. Supra, Table XVII, n. a. 
b Includes real estate bonds. 


three times that held by the trust institutions. It would seem 
that the policy of trust institutions was more conservative with 
respect to bonds. 

Preferred Stocks. — In Table XXII is shown the apportion- 
ment of preferred stocks in trust institutions according to fields. 

TABLE XXII 


DISTRIBUTION OF PREFERRED STOCKS OF 196 TRUSTS 
ACCORDING TO FIELDS, IN THE INVENTORY, 

1919 AND 1932 


Field of Investment 

Inventory 

1919 

1932 

Railroad 

22.1% 

34.2% 

16.0% 

Utility 

11.7 

8.9 

16.0 

Industrial 

66.2 

56.9 

68.0 

Total 

100.0 

100.0 

100.0 


The distribution of preferred stocks according to fields in 
trust institutions and life insurance companies is exhibited in 
Table XXIII. 


TABLE XXIII 


DISTRIBUTION OF PREFERRED STOCKS ACCORDING TO 
FIELDS IN TRUST INSTITUTIONS AND LIFE 
INSURANCE COMPANIES, 1932 


Field of Investment 

Railroad 

Utility 

Industrial 

' Total 


Trust Life Insurance 
Institutions Companies 

16.0% 18.2% 

16.0 36.4 

68.0 45.4 

100.0 100.0 


In the senior stock group industrials predominated through- 
out, constituting around two-thirds of the total for trust institu- 
tions in 1932. Many of these issues were substantial invest- 
ments, securities of outstanding companies, preceded by little or 
no debt. Others involved a considerable degree of risk. In a 
number of cases their dividends were omitted or reduced. Pre- 
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ferred stock, however, played a minor part in the composite assets 
of the trusts. 

Common Stocks. — The apportionment of common stocks 
according to fields in trust institutions is set forth in Table XXIV. 

TABLE XXIV 


DISTRIBUTION OF COMMON STOCKS OF 196 TRUSTS BY 


FIELDS, IN THE 

INVENTORY, 1919 

AND 

1932 

Field of Investment 

Inventory 

1919 

1932 

Railroad 

26.8% 

28.8% 

5.2% 

Utility 

21.3 

23.2 

9.9 

Industrial 

36.3 

35.4 

72.2 

Finance 

15.6 

12.6 

12.7 

Total 

100.0 

100.0 

100.0 


The figures show that industrials predominate in the common 
stock group. From 1923 to 1932 they constituted over SO per 
cent of all common stocks, rising to 72.2 per cent in 1932. Over 
18 per cent of the aggregate principal, an average for the four- 
teen years, was in industrial common stocks. The large holdings 
of these securities are attributed first to the receipts from the 
grantor, which amounted to 14 per cent of the total assets. Sec- 
ond, these instruments were purchased for a number of trusts, 
especially by the Boston and Cleveland trust institutions. The 
appreciation of many of these stocks was also a factor. 

The proportion carried in railroad and utility common stocks 
was greatly reduced throughout the period. Bank and insurance 
stocks were more prominent at the end of the period than either 
rails or utilities. 

The division of common stocks, according to fields, of trust 
institutions as compared with fire insurance companies and invest- 
ment trusts is presented in Table XXV. 

TABLE XXV 

DISTRIBUTION OF COMMON STOCKS ACCORDING TO 
FIELDS IN TRUST INSTITUTIONS, FIRE INSURANCE 
COMPANIES, AND INVESTMENT TRUSTS, 1932 



Trust 

Fire Insurance 

Investment 

Field of Investment 

Institutions 

Companies* 

Trusts* 

Railroad 

5.2% 

14.3% 

4.2% 

Utility 

9.9 

9.4 

38.8 

Industrial 

72.2 

28.5 

41.1 

Finance 

12.7 

47.8 

15.9 

Total 

100.0 

100.0 

100.0 


* Ten large fire insurance companies. Best's Insurance Reports — Fire 
and Marine , 1933. 

b Six management investment trusts. Keane's Manual of Investment 
Trusts , 1933. 
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The Table shows wide differences in the policies of these 
various ty pes of institutions. Industrial common stock predomi- 
nated in the trust institutions and investment trusts, while finance 
stock was most prominent with the fire insurance companies. 
Industrials were the next most favored common stock with the 
fire insurance companies. Utility common stock came second 
with the investment trusts and constituted nearly as large a pro- 
portion as industrials. In general, industrial common stocks may 
be considered first choice among these institutions. 

Distribution of Trust Investments by Fields in Trusts 
Grouped According to Size. — Table XXVI on pages 180-181, 
shows, with respect to the fields of investment, the distribution 
of investments in trusts classified according to size. 

From these data we note that government obligations de- 
creased in the groups ranging under $500,000 in size, but were 
increased in the two upper groups. Rails had a slight gain in the 
group from $25,000 to $75,000, but decreased in all other classes. 
Utility obligations decreased in only one group, those of $1,000,- 
000 or over. In the other classes ranging up to $1,000,000, the 
percentage allocated to the utility field was augmented. The 
trusts in the group of $1,000,000 and over showed a pronounced 
increase in the proportion of industrial securities. Likewise, the 
group below $25,000 had a gain in this type of investment. In 
the remaining classes of trusts, the trends were not certain, but 
in general, the last few years showed some increase in industrials. 
The proportion contained in real estate was increased in the 
groups ranging under $500,000 in size. This item was composed 
principally of real estate obligations in these classes. Real estate 
showed a shrinkage in the two largest classes of accounts — prin- 
cipally because of the sale of real property which had been 
received in relatively large proportions in these trusts. No major 
differences seem to appear among the various groups with respect 
to trends in the fields of investment, or to the proportions invested 
in the different fields. 



Chapter XII 


FURTHER DISTRIBUTION OF TRUST 
INVESTMENTS 

T ypes of Investment Selected by Corporate Fiduciaries. 
— A phase of trust Institution investing not revealed in the 
previous material is the number of accounts containing the 
various types of investment. The number of trusts carrying each 
security in the inventory was given in Table VII. Our next con- 
sideration is to note how many accounts contained each type of 
investment at the end 1 of the trusts and to compare the changes 
with the holdings at the beginning of the trusts. This information 
is summarized in Table XXVII on page 184. It exhibits those 
items which were widely favored by the trustee investors and 
the ones that were decreased as compared with the distribution 
presented by the grantor. 

By the end of the period studied considerable change had been 
effected in the investments received from the donor. More 
accounts carried all types of bonds, railroad and utility preferred 
stocks, railroad common stocks, and real estate mortgages or 
bonds at the end than at the beginning, while fewer accounts 
carried investments of the other types discussed. Real estate 
obligations showed a most pronounced increase, appearing in 
eighty-eight trusts at the beginning and in one hundred sixty- 
eight at the end. Utility preferred stocks rose from forty-three 
to sixty-one, and railroad bonds increased from seventy-two 
to ninety-four. Real estate showed the largest decrease of 
any item listed ; only thirty-one trusts carried it in the last year, 
while it was a part of the assets of fifty-four accounts when 
the property was received by the trust institutions. Bank stocks 
dropped from fifty-five to thirty-five, the second largest drop 
in any type of investment. 

Excluding real estate obligations, bonds, as a class, showed 
a substantial increase in the number of trusts choosing them. 
Preferred stocks as a group were also increased but much less 
than bonds. Common stocks, however, appeared in thirty-four 
fewer accounts in the last year than in the inventory. 

1 End of trusts is used to signify the last year for which data were 
collected. 
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In the fields of investment real estate obligations were listed 
in seventy-eight more accounts in the last year than in the begin- 
ning. Real estate proper, however, was dropped from twenty- 
three trusts, so the real estate field showed an increase of only 
fifty-five. The utility field made a pronounced gain, being held 
by forty-nine more trusts at the end than in the inventory. Rails 
were selected by thirty additional accounts but industrials were 
contained in three less trusts at the end than in the inventory. 

In the end year real estate obligations occurred most fre- 
quently, being listed in 168 accounts, thus showing that this type 
of investment was overwhelmingly favored by the trust institu- 
tions. Railroad bonds rated second, being held in nearly one- 
half of the trusts. Next in order of frequency were utility bonds, 
industrial preferred stocks, industrial common stocks and United 
States government bonds. Real estate, bank stocks, and railroad 
preferred stocks were found less frequently than other types 
of investment. 

These figures show a wider diversification with respect to 
the types of investment held, at the end period than in the 
inventory. 

The policy followed with respect to choosing various types 
of investment differed somewhat from state to state. For 
instance, the trust institutions in Boston registered the largest 
increase in the number of trusts selecting each kind of corporate 
bond, but in the other states there was a decrease in the number 
of accounts investing in corporate bonds. 

In New York, there were fewer trusts handling each type 
of preferred stock at the end than in the beginning, but in Boston, 
there was an increase in the number handling these securities. 
There seemed to be no set policy in other states of either decreas- 
ing or increasing the number of accounts holding preferred 
stocks, some decreasing one issue, and increasing others. In four 
states there was a decrease in the number of trusts listing each 
type of common stock, with the exception of railroad common 
stock which remained the same in Cleveland and St Louis. In 
Massachusetts, however, a decrease occurred only in the number 
of accounts choosing bank stocks, while an appreciable increase 
occurred in the number of trusts containing all other types of 
common stocks. 

Real estate obligations were contained in a substantially larger 
number of accounts in all states at the end, as compared with 
the inventory, while the reverse was true with respect to real 
estate proper. State and municipal bonds were also increased 
in all five cities, and United States government bonds in all 
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except Cleveland, where the number of trusts listing these securi- 
ties was unchanged. 

Proportion of Trust Principal Contained in the Dif- 
ferent Types of Investment. — The second part of Table XXVII 
shows the number of trusts containing the different kinds of 
investments in stated per cents. A perusal of these data enables 
us to see that United States government bonds constituted only 
a small proportion of the total holdings of the trusts in which 
such bonds were held. In fact, almost three-fourths of such 
accounts had less than 5 per cent of their assets in these bonds 
at the end. In the inventory forty-two out of fifty-nine trusts 
had less than 10 per cent so invested, while sixty-five out of 
seventy-three accounts contained this proportion at the end. State 
and municipal bonds were more prominent. Approximately 
three-fourths of the trusts containing these bonds in the last year 
had less than 25 per cent so invested, nearly one-half having 
5 per cent or less. 

Railroad and utility bonds were carried in somewhat larger 
proportions than were government bonds. Over 50 per cent of 
the trusts selecting railroad bonds invested from 10 to 50 per 
cent in them. About 16 per cent of the ninety-four accounts 
carrying railroad bonds showed 25 per cent or more allocated to 
this type of security. Forty-one of the ninety-four, or 43 per 
cent, had less than 10 per cent so invested. Utility bonds were 
listed in fewer accounts than were rails but they constituted 25 
per cent or more of nearly one-fifth of the trusts investing in 
this type of security. These bonds comprised 10 to 50 per cent 
of fifty-one accounts, or 58 per cent of those investing in utility 
bonds. Thus, there was a decided trend to carry utility bonds 
not only in a greater number of accounts at the end than at the 
beginning but also a tendency among the respective trusts to 
carry a larger per cent in these bonds. Industrial bonds made 
up less than 10 per cent of over three-fourths of the trusts which 
held this type of security at the end. Only one account contained 
over 25 per cent in industrial bonds. 

For the most part preferred stocks constituted a small per- 
centage of the accounts containing this type of investment, only 
a very small per cent carrying as much as 25 per cent in the 
end period. There was a decided trend to decrease the propor- 
tions invested in railroad and industrial preferred stocks. A trend 
to select larger proportions of utility preferred stocks was evident 
in an increasing number of trusts. As a group the proportion 
allocated to preferred stocks decreased among the individual 
trusts. 
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The number of trusts choosing common stocks for investment 
showed a decrease of thirty-four in the end as compared with 
the inventory. The tendency was also for the trusts to invest a 
smaller percentage in common stocks. For instance, thirty-three 
trusts held 50 per cent or more in common stocks at the beginning 
while in the last year of accounting only five contained this pro- 
portion. There was also a decrease from forty to twenty-six 
accounts investing from 25 to 50 per cent in common stocks. 

Real estate obligations showed the most pronounced gains 
both in the number of trusts choosing them, and in the propor- 
tions they constituted of the various trusts. In the inventory, 
less than 25 per cent of the accounts containing real estate obliga- 
tions held 50 per cent or more in this item ; at the end, fifty-seven 
out of one hundred sixty-eight, or 33.3 per cent, held this pro- 
portion. There was a relative decrease in the number of trusts 
investing less than 25 per cent in real estate mortgages or bonds, 
and an increase in the number investing over 25 per cent. Real 
estate proper, likewise, was often a large proportion of the 
investment in those accounts in which it was held. In the inven- 
tory, eighteen trusts contained 50 per cent or more of this type 
of investment, at the end eight showed a like proportion. 

It is interesting to note that there was a larger number of 
accounts investing 75 per cent or over in one item at the end 
than in the inventory. This change was due to the increasing 
prominence of real estate obligations. In the beginning they 
comprised 75 per cent or more of thirteen of the forty-one trusts 
containing this proportion in any one type of investment and at 
the end they constituted a like amount in twenty-nine out of 
thirty-nine trusts. There was a decrease from fifty-eight to forty- 
three accounts containing from 50 to 75 per cent in any one type 
of investment. Approximately the same number invested from 
25 to 50 per cent in a single item for each period — inventory 
and end. 

There was a decided trend for the trusts investing in real 
estate obligations to allocate a larger percentage of their assets 
to this item, but this tendency was greater in New York than in 
any of the other states. A majority of the trusts in each state 
slightly decreased the proportion allocated to United States gov- 
ernment bonds. The Boston and St. Louis trusts decreased the 
percentage invested in state and municipal bonds, but in the three 
other cities the accounts enlarged the amount in these securities. 
Real estate proper was decreased in all the trusts in which it 
was held. 

The procedure regarding corporate bonds, however, differed 
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in the several states. There was a pronounced increase in the 
number of Boston trusts holding from 5 to SO per cent in cor- 
porate bonds. In New York, the number of accounts selecting 
railroad bonds increased in all brackets up to 75 per cent, but 
decreased throughout with respect to industrial bonds. The num- 
ber of trusts selecting utility bonds increased, especially in the 
lower brackets. There was an increase in the number of Chicago 
trusts which chose utility bonds in proportions from 5 to 50 per 
cent as well as in those choosing railroad and industrial bonds of 
10 per cent or less. Cleveland decreased to a small degree the 
proportion contained in corporate bonds throughout. 

Regarding proportions allocated to preferred stocks, New 

CHART VI 

AVERAGE DIVERSIFICATION OF INVESTMENTS IN FIFTY- 
SEVEN TRUSTS CONAINING OVER 50 PER CENT IN 
REAL ESTATE OBLIGATIONS 
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York showed a decrease for all types in each bracket, except that 
more trusts held 5 per cent or less in railroad preferred stocks 
at the end than at the beginning. In Chicago, the number of 
accounts investing from 5 to 50 per cent in utility preferred stocks 
increased, but there was a drop in the number carrying other 
issues in this group. A small increase occurred in the number 
of trusts in Boston carrying up to 25 per cent in preferred stocks ; 
no account contained more than this percentage at the end. In 
Cleveland, the number investing from 10 to 25 per cent in pre- 
ferred stocks rose, but decreased in all other proportions. 
St. Louis trusts decreased the proportion contained in this type 
of investment. 


CHART VII 

AVERAGE DIVERSIFICATION OF INVESTMENTS IN TWENTY 
NEW YORK TRUSTS CONTAINING OVER 75 PER CENT 
IN REAL ESTATE OBLIGATIONS 
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There was a definite increase in the number of Boston trusts 
investing up to 25 per cent in common stocks — excluding bank 
stocks — but a decrease in the number containing 50 per cent or 
over. In general all other states decreased the number of trusts 
carrying each of the specified proportions in these issues. In each 
state the trusts decreased the proportion allocated to bank stocks. 

Trusts Containing a Large Proportion in Real Estate 
Obligations. — There were fifty-seven trusts containing 50 per 
cent or more in real estate obligations in the last year of account- 
ing. Thirty-three of these trusts came from New York, nine 
from Chicago, eight from Cleveland, five from St. Louis and 
two from Boston. A comparison of the average diversification 
of investments in these accounts for the last year with their 
inventory is shown in Chart VI on page 188. 

Twenty New York trusts contained in their last year of 
accounting 75 per cent or more of real estate mortgages or bonds. 
They ranged in size from less than $25,000 to approximately 
$500,000. The average way in which the aggregate funds of 
these accounts were invested in the last year of their operation 
as compared with their inventory is presented in Chart VII on 
page 189. 

Trusts Containing Only Cash in the Inventory. — Eight 
trusts in New York began with 100 per cent in cash. They 
varied in size from about $15,000 to $1,000,000. Chart VIII 
shows how these funds were invested in the last year of 
accounting. 

CHART VIII 

AVERAGE DIVERSIFICATION OF INVESTMENTS IN EIGHT 
NEW YORK TRUSTS CONTAINING ONLY CASH 
IN THE INVENTORY 
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In Boston there were nine trusts containing only cash when 
the proporty was received by the trust institutions. The invest- 
ments of these trusts as a composite are graphically represented 
in Chart IX. 
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CHART IX 

AVERAGE DIVERSIFICATION OF INVESTMENT IN NINE 
BOSTON TRUSTS CONTAINING ONLY CASH 
IN THE INVENTORY 
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Number of Investment Items Contained in the Trust 
Portfolios. — The investment of funds carries with it the assump- 
tion of some risk. One way to minimize this risk is to distribute 
the fund over an area sufficiently wide to reduce the effect of any 
single loss. To what extent trust institutions distributed trust 
investments over individual securities may be seen from the 
number of separate investment items carried in trust portfolios. 
These data based on the list of securities shown in the last year 
of accounting of the trusts for each city and for the composite 
of 196 trusts are given in Table XXVIII. 

TABLE XXVIII 

NUMBER OF INVESTMENT ITEMS CONTAINED IN 
TRUST PORTFOLIOS a 


City Number of Trusts Average Number of Items 

New York 80 23 

Boston 41 36 

Chicago 23 33 

Cleveland 34 18 

St. Louis 18 20 

Composite 196 26 


a Last year for which data were collected. 


The average number of items in all the trusts under $75,000 was 
sixteen, for the trusts under $25,000, it was thirteen. 

There was a wide variation in the number of separate items 
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contained in the various trusts. The New York trusts showed 
a range from four items in a $40,000 account to ninety-eight in 
a $1,000,000 trust. In Boston they varied from twelve in a 
$20,000 account to one hundred and two in one of $600,000. 
The number of items in the Chicago trusts jumped from eleven 
in a $17,000 trust to one hundred thirteen in a $3,000,000 account. 
A $50,000 trust in Cleveland contained only one item — real estate 
— while a $2,600,000 trust held eighty-five separate investments. 
St. Louis trusts ranged from four items in a $19,000 account to 
seventy-four in a $125,000 trust. 

Although, on the average, the larger trusts held a greater 
number of different investments, there were many exceptions 
among individual accounts. For example, a $3,500,000 trust con- 
tained only seventeen items while a $55,000 account held twenty- 
six different investments. Many similar examples could be given. 

Unit of Investment. — There was no definite policy noted 
regarding an investment unit in the trusts in any of the cities. 
While many accounts did contain definite units of investment in 
sums of $5,000 or $10,000 or multiples thereof for each invest- 
ment, they were quite in the minority. An examination of specific 
trusts will show the variety of units contained in representative 
accounts. A $900,000 trust containing seventy-four items had 
investment units ranging from $3,000 to $33,000. A trust with 
fifty-five different investments, amounting to $3,200,000, had 
units ranging from $200 to $1,600,000. In a $120,000 account 
of twenty-nine items, the smallest was $1,000 and the largest 
$8,000. A $40,000 account containing eighteen items had units 
of investment ranging from $1,000 to $3,000. In a $62,000 trust 
the units varied from $100 to $6,000. 

Distribution of Bonds According to Maturities. Bonds 
mature at definite periods of time, but their lives vary consider- 
ably according to the conditions at the time of issue, such as the 
credit market, type of security behind the bonds, prejudice of 
investors, etc. The timeliness of maturities is often a matter 
of much importance to the investor, who may need a constant 
flow of cash or may desire ready cash to take advantage of good 
investment opportunities. For example, the liquidity factor is 
an important aspect of the management of a bank's bond account. 
It means that cash assets can be replenished if necessary, and 
withdrawals met without sacrifice. The proper maturities in 
the bonds selected serve to make the investment account liquid. 
Thus, a liberal proportion of the investment account should be 
short-term securities, because long-term bonds, as a rule, do not 
carry the same degree of assurance that they can be sold at all 
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times without a loss. In the investment of trust assets, however, 
the liquidity factor is not so important. Accordingly, trust insti- 
tutions may select maturities more in accordance with economic 
and business conditions. 

The study of maturities of bonds in trust portfolios of trust 
institutions under investigation was predicated upon an analysis 
of the investments in the last year of accounting for which data 
were available. The composite of trust investments shows the 
following distribution of bonds according to maturities: one to 
four years, 15.6 per cent; five to fourteen years, 35.7 per cent; 
fifteen to forty years, 38.4 per cent ; forty-one years or over, 10.3 
per cent. 

Although the majority of these bonds were listed in the port- 
folios of various accounts during 1931 and 1932, most of them 
had been chosen prior to that time. Thus it is difficult to say 
that the distribution reflects any definite opinion regarding the 
trends of business or of interest rates. Many of these issues 
were selected before there was any clear notion that a downward 
trend would take place in these factors. 

A comparison of the holdings of trust institutions with those 
of thirty leading colleges and universities and an outstanding 
foundation brings out some interesting facts. 2 The comparative 
distribution of maturities by these institutions is set forth in 
Table XXIX. 

TABLE XXIX 

COMPARATIVE DISTRIBUTION OF BOND MATURITIES* 
OF TRUST INSTITUTIONS, UNIVERSITIES 
AND A FOUNDATION 


Trust 

Time Until Maturity Institutions b Universities Foundation 

Less than 5 years 15.6% 12.9% 1.0% 

5 to 14 years 35.7 37.9 27.0 

15 years or more 48.7 48.7 72.0 

Total 100.0 100.0® 100.0 


a Universities and foundation portfolios in 1931. 
b Last year for which data were collected. 
c 0.5% doubtful. 

From the foregoing Table there appears to be a similarity of 
policy between the trust institutions and the universities and 
colleges. The foundation, however, followed a somewhat differ- 
ent policy, placing a very large proportion, 72 per cent of its 
holdings, in relatively long-term bonds. On such a showing, it 

2 Data on American universities and colleges and a foundation taken 
from Wood, Struthers & Company, Trusteeship of American Endow- 
ments, (1932), p. 76. 
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might be concluded that the foundation projected its forecast 
into the future, especially with respect to interest rates. Trust 
institutions and universities and colleges also carried a substantial 
portion of comparatively long-term maturities, about 48.7 per 
cent ; this might indicate that those concerned believe that interest 
rates will tend downward for some years. 

The distribution of bond maturities among the five different 
cities is set forth in Table XXX. 


TABLE XXX 


DISTRIBUTION OF BOND MATURITIES OF TRUSTS IN 
FIVE CITIES a 


Time Until Maturity 

Less than 5 years. 

5 to 14 years 

IS to 40 years 

41 years or more. . 
Total 


New 

York 

Boston 

Chicago 

10.3% 

9.5% 

20.7% 

26.7 

45.1 

35.5 

39.9 

40.1 

38.3 

23.1 

5.3 

5.5 

100.0 

100.0 

100.0 


Cleveland 

St. Louis 

Total of 

5 cities 

21.4% 

23.5% 

15.6% 

43.0 

23.5 

35.7 

33.4 

34.7 

38.4 

2.2 

18.3 

10.3 

100.0 

100.0 

100.0 


a Last year for which data were collected. 


These figures indicate there is little uniformity of practice 
among the trust institutions of the different cities. New York 
has nearly two-thirds of its bonds maturing fifteen years distant 
or longer; a little more than one-third matured in less than 
fifteen years. Cleveland, on the other hand, had only 35.6 per 
cent of its bonds maturing after the fourteenth year. Boston 
is unique in having 85.2 per cent of its bonds maturing within 
five to forty years. New York and St. Louis had the largest 
percentage maturing in the long-term period of forty-one years 
or longer. St. Louis had the highest proportion coming due in 
one to four years, and Boston the smallest. New York also had 
a small percentage falling within the period, one to four years. 

Distribution of real estate obligations according to maturities 
followed an entirely different course from that of bonds. A 
majority of all of these investment items mature in less than 
five years. 

A number of issues of doubtful maturity were likewise found 
in the trusts, but were not included in this study. Most of the 
items maturing in five years or longer were for less than fifteen 
years, the majority being under ten years. While a large per 
cent of the mortgages were of the short-term variety, many of 
them were extended or renewed one or more times, becoming 
in this way a medium or long-term investment. However, the 
percentage of such issues, the maturities of which have been 
advanced is not known. 



Chapter XIII 


THE QUALITY OF INVESTMENTS IN TRUST 
PORTFOLIOS 

M eaning of Quality. It is essential that the quality of 
investments in a trust portfolio be sound. By quality is 
meant the credit risk which a security entails. It is 
concerned with the analysis of investments from the standpoint 
of safety alone; no implication is made that investments rated 
as to quality are suitable to serve every investment purpose. The 
quality rating is predicated upon the risk that the maker of a 
bond, mortgage, or note cannot pay according to the terms stipu- 
lated in his contract, that the company whose stock is being held 
will not continue to be successful, profitable, and solvent It is 
an appraisal of the risk of non-payment, of non-performance, of 
failure, of bankruptcy, of commercial death. 

Justification for Rating Investments. — Any grading of 
securities is only an approximation of their merit, even though 
it may have been performed with a great deal of care. The 
limitations of any system developed to appraise securities are 
obvious. Grading must be employed, however, and it has a 
definite value in the investment field. The justification for some 
system of grading investments rests upon the fact that without 
the distinctions thus resulting it would be practically impossible 
to have perspective upon any investment list. Such an analysis 
permits of useful conclusions and comparisons. 

Method Used in Grading Trust Investments. — Since the 
degree of safety or quality is the most important characteristic of 
an investment it is highly significant to study this aspect of the 
investments made by the trust institutions. Each corporate item 
in each trust portfolio was graded according to the rating given 
in The Fitch Bond Record or The Fitch Stock Record. The 
investments graded were those contained in the portfolios during 
the last year for which data were available. The ratings for the 
composite assets were not for a single year, but covered a period 
from 1930 to 1932. 1 The ratings were for eighty-nine trusts in 


1 Data were not available for all the trusts for 1931 and 1932. There- 
fore, ratings could not be taken for the investments in all the trusts for 
the same year. 
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1930-1931, and for one hundred and seven in 1932. In all the 
trusts as an aggregate there were approximately 5,000 separate 
items. Since real estate, real estate obligations, foreign bonds, 
and bank stocks were not rated, and since there were many dupli- 
cate securities in different trusts, only several thousand different 
investment items were rated for all the trusts. State and munici- 
pal bonds were not rated by Fitch; the grading of these securities 
was obtained from other sources. 

Investment Quality of Bonds in the Composite Assets. 
— The distribution of bonds in the composite assets according to 
grades for the end period of the trusts, as designated above, is 
given in Table XXXI. 


TABLE XXXI 

DISTRIBUTION OF BONDS IN 196 TRUSTS ACCORDING TO 

QUALITY 4 


Rating Per Cent of Total 

(dollar value) 

AAA 35.8 

AA 21.8 

A . 19.0 

BBB 13.5 

BB 3.0 

Lower 1.7 

Ungraded 5.2 

Total 100.0 


a For the end of the trusts. 


A bond group averaging 76.6 per cent in grade A or above 
during this period must be regarded as fairly conservative. It 
is true that the grades average only moderately high because 
most of them were taken when the bond market was seriously 
affected by the depression, which had a devastating effect upon 
corporate and governmental securities, except Federal bonds. 
The enormous debts contracted by corporations and governments 
grew increasingly menacing as business declined, as values 
shrank, and as incomes almost dried up. Bonds previously 
entitled to a substantial rating on the basis of normal credit risk 
became of questionable value because of the impairment of earn- 
ings or because refinancing of maturing obligations could not be 
carried out without great difficulty. Recognition of these facts, 
however, should serve to call attention to the relatively high 
quality of the composite trust investments, especially the bonds. 

No attempt was made to grade the bonds in the trusts classi- 
fied according to size, as there were no significant distinctions 
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in the different sized trusts. In the accounts of an individual 
institution the portfolio of a $10,000 trust contained the same 
issues as those found in the large accounts. 

Likewise no attempt was made to show the grades of securi- 
ties for each individual trust institution or by states, as it was 
felt that this would needlessly complicate an already detailed 
study. 

Investment Quality of Bonds by Fields. — The division of 
the composite bond fund between various fields of investment 
on a volume percentage as of the end period is as follows : 


Field 

Government 

State and Municipal 

Railroad 

Utility 

Industrial 

Total 


Per Cent of Total a 
Bonds (dollar value) 
9.9 

41.4 
15.1 

25.4 

8.2 

100.0 


a Does not include land bank, foreign, or real estate bonds. 


The foregoing indicates that trust institutions have a marked 
preference for state and municipal bonds and utility bonds. Rail- 
road bonds were also quite important. There seemed to be an 
aversion, however, to industrial bonds. This aversion was even 
more marked regarding foreign bonds and land bank bonds. 2 

The volume percentage of the composite bond fund in the 
portfolios of American colleges and universities showed a much 
larger proportion in utilities, railroads, and industrials but a much 
smaller proportion in state and municipal issues as of 1931. 3 

The investment quality of bonds in the composite account, 
distributed according to fields, is presented in Table XXXII on 
page 198. 

The average quality of railroad bonds, 76.7 per cent being 
grade A or better, has dropped under that of the public utilities, 
which have 85.8 per cent grade A or higher. The bondholdings 
in both of these fields are materially better than the industrials 
which rate only 56.3 per cent in this quality area. The grades 
for utility bonds are a reflection of the sound earning position 
maintained by public utility operating companies. A vast 
majority of the utility bonds represented operating companies, 
not holding companies. Their standing indicates that high grade 

2 Shown in Chapters X-XII. 

3 Wood, Struthers & Co., Trusteeship of American Endowments, (1932), 
p. 96. 
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TABLE XXXII 

COMPARATIVE INVESTMENT QUALITY OF BONDS IN 196 
TRUSTS ACCORDING TO FIELDS 1 

United States State & 


Rating Co\ernment Municipal Railroad Utility Industrial 

AAA 100.0% 40.1% 24.2% 40.4% 18.5% 

AA 0.0 21.8 20.7 27.1 17.8 

A 0.0 16.5 31.8 18.3 20.0 

BBB 0.0 12.3 15.3 8.2 18.4 

BB 0.0 3.2 3.9 1.9 3.4 

Lower 0.0 1.9 2.0 0.6 1.6 

Ungraded 0.0 4.2 2.1 3.5 20.3 

Total 100.0 100.0 100.0 100.0 100.0 


a For the end of the trusts. 


public utility bonds had been chosen by the trust institutions. It 
is felt that the railroad bonds made a substantial showing con- 
sidering the plight of this industry as a whole. It should be 
recognized that a substantial proportion of the railroad bonds 
held by the trust institutions are of the sound underlying type, 
high grade legals, the intrinsic merit of which will be maintained 
if the railroad industry is not bankrupt in the present crisis. 

The industrial bonds show a fair proportion, 56.3 per cent, 
of A grade or better. On the other hand, a high percentage falls 
within the ungraded class; this indicates that many of the issues 
were local in nature and comparatively unknown. Then too, 
many of the bonds represented enterprises which had been dras- 
tically affected by the untoward circumstances prevailing since 
the autumn of 1929. It is doubtful, however, if industrial bonds 
were given the consideration in the average portfolio that was 
enjoyed by railroad or public utility bonds. Most of the indus- 
trials had been received from testators while the rails and utilities 
were largely selected by the trust institutions. Undoubtedly, too, 
the large percentage of ungraded bonds in this class is indicative 
of the lack of available and reliable information in the industrial 
field. Sixty-one per cent of the New York industrial bonds were 
unrated. 

The small proportion of ungraded issues among the railroad 
and public utility bonds indicates that information in these two 
fields is more readily available and more nearly complete. 

New York trusts contributed 61 per cent of the railroad 
bonds and 40.1 per cent of the government bonds. Chicago 
accounted for about 50 per cent of the state and municipal bonds 
and Boston for over 50 per cent of the public utility bonds and 
for slightly over 40 per cent of the industrial bonds. 
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Investment Quality of Preferred Stocks. — The total of 
preferred stocks is apportioned among the several grades as 
indicated in Table XXXIII. 


TABLE XXXIII 


DISTRIBUTION OF PREFERRED STOCKS IN 196 TRUSTS 
ACCORDING TO QUALITY a 


Rating 
AAA .... 

AA 

A 

BBB 

BB 

Lower . . . 
Ungraded 
Total . 


Per Cent of Total 
(dollar value) 
4.3 
14.2 

15.0 
37.9 
11.4 

5.1 

12.1 
100.0 


a For the end of the trusts. 


The investment quality of preferred stocks is distinctly less 
satisfactory than that of bonds. Only 33.5 per cent of preferred 
stocks in the composite fund were grade A or higher, while 76.6 
per cent of the bonds were of this quality. Thus the senior stock 
issues are of questionable value for trust portfolios, as 66.5 per 
cent of them were below grade A, or unrated. Cleveland con- 
tributed nearly 50 per cent of the volume of preferred stocks. 

Investment Quality of Preferred Stocks by Fields. — The 
division of the preferred stocks of the composite fund shows the 
following volume percentages as of the end period. 


Per Cent of Total a 

Field Preferred Stocks (dollar value) 

Railroad 16.0% 

Utility 16.0 

Industrial 68.0 

Total 100.0 


a End of trusts. 


It is apparent that the trust institutions had a marked prefer- 
ence for industrial preferred stocks but a decided leaning away 
from rails and utilities. Undoubtedly the percentage distribution 
between these fields was influenced to some extent by the contents 
of the trusts as they were received by the trust institutions. How- 
ever, Cleveland and Boston played the dominant role as investors 
in preferred stocks and the institutions in both of these cities 
purchased considerable sums of this type of investment. Thus 
the trust institutions should be given part credit for allocating 
the senior stocks to the different fields. 
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Fifty-two life insurance companies also favored industrial 
preferred stocks in 1932 but not to the same extent as did the 
trust institutions. 4 The insurance companies held a much larger 
proportion in utility preferred stocks. As of 1931 thirty Ameri- 
can colleges and universities had a smaller proportion of their 
preferred stocks in industrials and a larger proportion in utilities 
and rails. 5 

The quality of preferred stocks related to distribution by fields 
is presented in Table XXXIV. 

TABLE XXXIV 

DISTRIBUTION OF PREFERRED STOCKS IN 196 TRUSTS 
ACCORDING TO GRADE BY FIELDS a 


Rating Railroad Utility Industrial 

AAA 5.5% 6.0% 3.4% 

AA 11.3 20.7 10.4 

A 10.1 23.6 14.8 

BBB 30.3 19.4 44.5 

BB 19.2 9.8 11.7 

Lower 10.7 5.4 4.2 

Unrated 12.9 15.1 11.0 

Total 100.0 100.0 100.0 


a For the last year of the trusts. 

The data clearly indicate that the investment in senior stocks 
made the poorest showing in the industrial group. This field 
must be rated weak and very unsatisfactory, the composite data 
for the five states showing only 28.6 per cent of this type of 
holdings rated A or better. The Cleveland trust institutions 
accounted for about two-thirds of the industrials and had a high 
per cent below grade A. Although the rails comprised 16 per 
cent of the aggregate preferred stocks they were showing the 
effects of the depression, as only 26.9 per cent were rated A or 
better. The utility group was distinctly the best group of pre- 
ferred stocks, 50.3 per cent being rated A or higher. The pre- 
ferred stock group had a rather large per cent of ungraded 
issues, a condition attributable to the many small local enterprises 
represented. 

Investment Quality of Common Stocks. — It is the common 
belief that institutional investors do not hold common stocks in 
important amounts. As has been shown in this study, however, 
this is not true of trust institutions. Since the commitment in 
this class of investment was of major importance the investment 


4 See Table IX. 

5 Wood, Struthers & Company, op. cit ., p. 105. 
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worth of these stocks is highly significant. The quality of com- 
mon stocks in the aggregate of investments, is exhibited in 


Table XXXV. 


TABLE XXXV 


DISTRIBUTION OF COMMON STOCKS IN 196 TRUSTS 
ACCORDING TO QUALITY a 


Rating- 
AAA ... 
AA ..... 

A ....... 

BBB .... 

BB 

Lower . . 
Ungraded 
Total . 


Per Cent of Total b 
(dollar value) 
1 . 1 % 

3.2 

6.7 

20.8 

18.9 

35.2 

14.1 

100.0 


a For the last year of the trusts. 
b Does not include bank and finance stocks. 


Common stocks were well divided among the different cities ; 
consequently the ratings were representative of the last years for 
which data were collected, the major proportion being for 1931 
and 1932. Even so, a grade of A or better for only 11.0 per cent 
of the common stocks is not adequate when we realize the sig- 
nificance of this class of investment in the composite assets. The 
low average quality of common stocks as an aggregate is 
explained by the fact that a large percentage of the issues came 
from the testators, and that insufficient changes had been made 
in this part of the portfolios. It should be noted, however, that 
in many trusts if the common stocks -were once sold the trustee 
was forbidden to select other common stocks. Further, the legal 
factor in the case was frequently uncertain and therefore doubt 
arose regarding such changes. Many issues represented small 
local enterprises or businesses comparatively unknown in which 
frequently the testator or his family was interested. 

Investment Quality of Common Stocks by Fields. — The 
volume distribution of common stocks of the composite assets 
according to the fields of investment for the end period is set 
forth as follows: 


Per Cent of Total 51 

Field Common Stocks (dollar value) 

Railroad 6.1% 

Utility 11.3 

Industrial 82.6 

Total 100.0 


a Does not include bank and finance stocks. 
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The Table shows a distinct preference for only one type of 
security, industrial common stocks. That utility common stocks 
should be least favored is strange in the light of present facts. 
Undoubtedly the choice was made before it was realized that 
utilities would be in such a commanding position. 

In contrast, American colleges and universities in 1931 held 
13.7 per cent of their common stock fund in rails, 19.3 per cent 
in utilities, 48.9 per cent in industrials, and 18.1 per cent in bank 
and insurance. 6 

The investment quality of common stocks of the composite 
assets related to distribution by field is presented in Table 
XXXVI. 

TABLE XXXVI 

DISTRIBUTION OF COMMON STOCKS IN 196 TRUSTS 
ACCORDING TO QUALITY BY FIELDS 3 - 


Rating Railroad Utility Industrial 

AAA 0.0% 2.1% 0.2% 

AA 0.2 6.4 1.2 

A 0.8 16.8 5.2 

BBB 8.3 30.3 16.4 

BB 18.9 20.7 16.1 

Lower 66.5 17.6 43.0 

Unrated 5.3 6.1 17.9 

Total 100.0 100.0 100.0 


a For the end of the trusts. 

Although bank and insurance stocks (practically all bank) 
were not graded they were substantial investments for the most 
part. The number of banks represented in the portfolios was 
quite small, being limited to a few of the strongest institutions in 
the cities represented in this study. An exception must be noted 
for Cleveland where two of the largest banks still remain closed. 
Also, a few of the less well-known banks of these cities or those 
in smaller cities whose shares were included detract somewhat 
from the list. 

Relatively the utility shares were the superior group of com- 
mon stocks. In this group 25.3 per cent qualified for high rating, 
A or better, while 30.3 per cent rated BBB. For the most part 
trust institutions had selected high grade stocks from the utility 
operating companies. The data also show that utility companies 
had not been subject to the ravages of the depression to the same 
degree as rails or industrials. 

The ratings of railroad common stocks were very poor and 
serve to indicate the desperate condition of the railroads which 
e Wood, Struthers & Company, op. cit. } p. 110. 
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during the past few years have been confronted with serious 
financial problems and a dearth of earnings. 

Although industrials constituted 82.6 per cent of the aggre- 
gate, they were, in general, of very poor qualit}’. Only 6.6 per 
cent were rated A or higher, quite an unfavorable showing as 
compared with the utility group. It should be explained that a 
high per cent of the industrial common stocks which rated very 
low came from Chicago and were contained primarily in one large 
account. The stock came from the testator, was retained by the 
trust institution, and had shown good results. It had appreciated 
considerably prior to the collapse in the stock market. About 45 
per cent of the unrated common stocks came from Cleveland. 

Quality of Investment of the Aggregate of Stocks and 
Bonds. — The investment quality of the aggregate of stocks and 
bonds is exhibited in Table XXXVII. 

TABLE XXXVII 


INVESTMENT QUALITY OF BONDS, PREFERRED AND 
COMMON STOCKS FOR LAST YEAR OF 196 TRUSTS 



AAA 

AA 

A 

BBB 

BB 

Lower 

Unrated 

All Securities 

17.4% 

14.0% 

12.1% 

18.1% 

10.8% 

17.7% 

9.9% 

All Bonds 

35.8 

21.8 

19.0 

13.5 

3.0 

1 7 

5.2 

All Preferred 

Stocks 

4.3 

14.2 

15.0 

37.9 

11.4 

5.1 

12.1 

All Common Stocks 

1.1 

3.2 

6.7 

20.8 

18.9 

35.2 

14.1 

Governmentals : 

U. S. Gov. Bonds. 100.0 







State and Mun. 

Bonds 

40.1 

21.8 

16.5 

12.3 

3.2 

1.9 

4.2 

Railroads : 

Bonds 

242 

20.7 

31.8 

15.3 

3.9 

2.0 

2.1 

Preferred Stocks 

5.5 

11.3 

10.1 

30.3 

19.2 

10.7 

12.9 

Common Stocks 

0.0 

0.2 

0.8 

8.3 

18.9 

66.5 

5.3 

Utilities : 

Bonds 

40.4 

27.1 

18.3 

8.2 

1.9 

0.6 

3.5 

Preferred Stocks 

6.0 

20.7 

23.6 

19.4 

9.8 

5.4 

15.1 

Common Stocks 

2.1 

6.4 

16.8 

30.3 

20.7 

17.6 

6.1 

Industrials : 

Bonds 

18.S 

17.8 

20.0 

18.4 

3.4 

1.6 

20.3 

Preferred Stocks 

3.4 

10.4 

14.8 

44.5 

11.7 

4.2 

11.0 

Common Stocks 

0.2 

1.2 

5.2 

16.4 

16.1 

43.0 

17.9 


The aggregate of all investments excluding real estate, real 
estate obligations, bank stocks, and miscellaneous, 43.5 per cent 
rated A or better, 46.6 per cent was below A quality, and 9.9 per 
cent was unrated. Since common stocks constituted nearly 50 per 
cent of the rated investments the average quality was consider- 
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ably lowered. The favorable showing was chiefly due to the 
high average quality of bonds. 

The Constantly Changing Quality of Investments. — 
Considerable portions of the trust investments comprising the 
composite fund do not excite admiration. Especially is this true 
when we recognize the unfavorable and unpromising conditions 
affecting many corporations, business, and governments which 
have necessitated a subsequent lowering of the ratings of many 
securities comprising the composite fund. Although the issues, 
in the aggregate, averaged fairly high at the time they were 
appraised, the intrinsic value of many items, especially in the 
stock classes, had suffered severely in the interval, thereby rend- 
ering these items unsuitable for investment. Such changes have 
clearly reduced to lower rating large numbers of bond and stock 
issues previously entitled to a place in the upper grades ; corre- 
spondingly those in the lower grades have been increased. 

Recent economic changes have radically altered investment 
conditions. They have raised a question concerning the adequacy 
of investment policies hitherto pursued. Such policies, perhaps, 
served well during a period of prosperity but doubt has arisen 
concerning their efficacy during these troubled times. The kaleid- 
oscopic changes in the economic world of the last three years and 
their attendant hazards in the investment market have focused 
attention upon the dangers of any quiescent policy and the passive 
acceptance of the multitude of newborn risks and eminent losses. 
Investment policies, like investments themselves, must be judged 
according to their suitability for the purpose. They must be 
intrinsically sound, and imbued with fitness to meet specific but 
changing needs. Formal rules of procedure for the protection of 
invested funds are not sufficient. A flexible policy predicated 
upon a thorough knowledge of economic and business conditions 
as well as upon familiarity with specific securities, corporations, 
and industries must be invoked if those in charge of investments 
are to be successful in the conservation of principal and the 
maintenance of income. 
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THE INVESTMENT ACCOMPLISHMENT OF 
TRUST INSTITUTIONS 

I N the investment of trust assets the trustee has a double 
obligation. First, the principal should be invested safely so 
that it shall remain intact. Second, the trustee should invest 
the trust property as productively as possible, consistent with 
safety, so as to obtain the maximum yield for the parties entitled 
to the income. In practice, the conservation of the principal of 
the trust has been considered the primary obligation of the trus- 
tee. 1 Although income is second in importance to the safety of 
the principal, there is less widespread recognition given to this 
idea. Due consideration, however, mus,t be given this secondary 
obligation, for next to maintaining the principal, the investment 
earnings best measures the performance of trust institutions in 
handling trust property. Data heretofore presented on this sub- 
ject have been rather incomplete and sketchy. In this study we 
have attempted to supply this deficiency through an analysis of 
income and principal of 196 trusts administered by eighteen trust 
institutions. 


INCOME RETURN 

Methods of Calculating Investment Income. — In calcu- 
lating the income for the trusts in the different cities all available 
data were used. Due to a lack of usable data in some cities and 
the manner in which trust institutions presented the income fig- 
ures, slightly different statistical methods had to be employed. It 
is believed, however, that the results are quite comparable. The 
way in which the income for each city was calculated is given 
below. 

New York: In figuring the income for each trust, the aver- 
age annual earnings of the trust were divided by the average 
annual principal of the trust The yearly principal was based on 
the carrying value of the investments used by the trust institu- 
tions. 

Boston: To determine the percentage earned for each year, 
the income for that year was divided by the principal for the 

1 Literature on trust investing is replete with this idea. 
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same year. The yearly principal was based on the book value of 
the investments as submitted to the probate court. Likewise the 
income figure used was the amount shown on the trust institution 
records submitted to the probate court. An average of all the 
years was taken as the percentage earned for each trust. 

Chicago: The percentage earned for each trust was deter- 
mined by selecting sample years, then taking the average of those 
years, the average covering five to ten years for each account. 
One or more years were selected in each of the following periods : 
(1) prior to 1921, (2) 1921 to 1926, (3) 1927 to 1932. The per- 
centage earned was calculated by dividing the income for that 
year by the principal, which was based on the book value of the 
investments. 

Cleveland: The percentage earned on the investment of 
each account was arrived at by taking sample years, and then an 
average of those years — the average covering from four to eight 
years. In figuring the percentage earned for each year, the 
income for that year was divided by the principal, which was 
based on the book value of the investments as submitted to the 
probate court. 

St. Louis: Because of a paucity of usable data, only twelve 
trusts were analyzed as to earnings. In calculating the percent- 
age of income for each trust, sample years were selected, five 
or more in each case. The income for each year selected was 
divided by the principal for that year, which was based on the 
carrying value of the investments. The average percentage for 
these years is regarded as the investment income for the par- 
ticular trust. 

Income Returns of One Hundred Ninety Trusts. — The 
income data for all the trusts in the aggregate and classified 
according to the size of the individual trusts are presented in 
Table XXXVIII. 


TABLE XXXVIII 

INCOME RETURNS OF 190 TRUSTS AS AN AGGREGATE 
AND CLASSIFIED ACCORDING TO SIZE 


Size of Trusts 

Number of 
Trusts 

Average Per Cei 
on Investment 

$ 0-$ 25,000 

33 

5.52 

25,000- 75,000 

49 

6.06 

75,000- 200,000 

41 

5.53 

200,000- 500,000 

41 

5.66 

500,000- 1,000,000 

10 

6.61 

1,000,000 and over 

16 

6.55 

Total 

190 

5.82 


(gross) 
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The data show quite a substantial return, when we consider 
that 5.82 per cent, even for gross income, represents the average 
income of different trusts for a period ranging from ten to thirty 
odd years. It is quite obvious that if the return had been figured 
throughout on the market value of the investments the percent- 
age of return would have been different. Certainly this is true 
for the years 1930, 1931, and 1932, when the markets declined 
more rapidly than did the actual income received. In other words, 
the percentage of income would have been greater if figured on 
a market price base for these years 2 (and probably less for 
earlier years on the same basis). 

Earnings of Different Sized Trusts. — According to the 
evidence in Table XXXVIII there was no positive relationship 
between the earnings of the various trusts and the size of the 
account. The three classes ranging from $25,000 to $75,000, from 
$500,000 to $1,000,000 and of $1,000,000 or over gave the highest 
return, averaging over 6 per cent. The accounts in the groups 
above $500,000 for the most part contained larger proportions in 
common stocks and real estate ; this undoubtedly accounts for the 
high return. In the class from $25,000 to $75,000 the high aver- 
age return was primarily due to some four trusts which contained 
a high percentage of common stocks and real estate. These 
accounts had incomes ranging from 8 to nearly 14 per cent. 

Income Accounting. — There was no absolutely uniform 
policy followed by all the trusts with respect to income account- 
ing. In some cases the gross return from real estate greatly 
increased the average; in other instances non-cash dividends 
were counted as part of the return. However, less than 10 per 
cent of the trusts had their income distorted by these factors. 

Income Return in Different Cities. — The trust invest- 
ment earnings of trust institutions in various cities did not differ 
greatly. The average percentage earned was as follows: New 
York, 5.9 per cent; Boston, 5.8 per cent; Chicago, 5.8 per cent; 
Cleveland, 5.8 per cent; and St. Louis, 5.6 per cent. There were 
no striking differences noted in the income of the various trusts 
regardless of size or city. 

Distribution of Trusts According to Income.— In Table 
XXXIX on page 208 is shown the number of trusts arranged in 
groups according to per cent of income. 

Thirty-three per cent of the trusts had incomes of less than 
5 per cent; 33 per cent carried from 5.00 to 5.99 per cent; and 
33 per cent earned 6 per cent or over. The most representative 


2 See infra., p. 316 ff. 
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TABLE XXXIX 

FREQUENCY DISTRIBUTION OF TRUSTS CLASSIFIED 
ACCORDING TO INCOME RETURN 


Income 

3 . 00 - 3.99 .... 

4 . 00 - 4.99 .... 

5 . 00 - 5.99 .... 

6 . 00 - 6.99 .... 

7 . 00 - 7.99 .... 
8.00 and over 

Total 


Number of Trusts 

6 

58 

63 

30 

17 

16 

190 


area of earnings was from 5.00 to 5.99 per cent, one-third of the 
total falling within this limited range. Thirty-three, or 17 per 
cent of the accounts showed an income of 7 per cent or over. 
These were apportioned among the different cities as follows: 
New York, fifteen ; Boston, seven ; Chicago, four ; Cleveland, five ; 
and St. Louis, two. In general, an analysis of these trusts shows 
that their assets were predominately composed of common stocks 
or real estate or a combination of these investments. The income 
of a large number of these trusts was considerably enhanced by 
stock dividends, stock rights, etc., or from real estate. In view 
of these facts, an average gross return of 5.8 per cent does not 
seem high. If this part of the income return had been deducted, 
the average return for the 190 trusts would probably have been 
considerably less than 5.82 per cent. 

Income on Market Value oe Securities. — Since the pre- 
ceding income data were predicated upon the carrying value of 
the investments — in most cases for the entire period of the trust 
— it is probably different from the income based on the market 
value of the securities. Undoubtedly the income data previously 
analyzed represent fairly accurately the return actually received 
by the beneficiaries, because it was based on the cost price of the 
investment. However, it is interesting to note the return on the 
market price of the investments during the last year for which 
data were collected. 

The income on the market value of bonds and stocks, exclud- 
ing real estate obligations, is set forth in Table XI on page 209. 

The return of 6.08 per cent on the market value of bonds and 
stocks is indicative primarily of the situation in 1931 and 1932, as 
the calculations were made chiefly in those years. The low return 
on bonds results from the fact that 51.3 per cent of the bonds 
were United States government obligations, and state and muni- 
cipals. 

Measured on the base of market value, largely in depression 
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TABLE XL 

CURRENT RETURN ON THE MARKET VALUE OF BONDS 
AND STOCKS IN 196 TRUST S a 


Class Current Return 

Bonds * 5.58% 

Preferred Stocks... 7.76 

Common Stocks * 6.24 

Composite of Bonds and Stocks 6.08 

a For the end of the trusts. 


years, for that portion of the trust investments represented by 
stocks and bonds, the income was considerably higher than the 
return on the composite of all investments for a long period on 
the ledger value of the trust assets. This figure, as previously 
noted, was 5.82 per cent. The difference is not so great as might 
be expected. However, it should be observed that many common 
stocks had ceased to pay dividends or had reduced the rate. Also 
the preferred stock dividend rate had been reduced or passed on 
some securities. 

Income on the Market Value of Bonds Distributed 
According to the Field of Investment. — The return on the 
market value of the bonds of the composite assets by fields of 
investment is given in Table XLI. 

TABLE XLI 

CURRENT RETURN ON MARKET VALUE OF BONDS OF 
196 TRUSTS BY FIELDS* 


Field Return 

Railroad Bonds 5.98% 

Utility Bonds 5.67 

Industrial Bonds 6.66 

United States Government Bonds 3.98 

State and Municipal Bonds 5.46 

Composite 5.58 

a End of trusts. 


The yields indicate the high quality of utility bonds. The 
higher return on rails, as compared with that on the utilities, is 
explained by the fact that railroads had been affected to a much 
greater extent by slow business. Consequently railroad bonds 
suffered declines in market value much more severe than utility 
issues. The return on utility bonds based on market prices as of 
1931 and 1932 is a reflection of their high intrinsic quality. The 
high yield from industrial bonds corresponds closely to the degree 
of risk reflected by their grading. Government obligations require 
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no comment other than to say that the low yield of United States 
governments reflects their superior security and market ability. 
State and municipal bonds also show a low return caused, no 
doubt, by their general high quality and tax exemption feature. 
The intrinsic merit of many of these issues, however, had suffered 
considerably and their yields were correspondingly high. 

Current Return on the Market Value of Preferred 
Stocks According to the Field of Investment. — The pro- 
ductivity of preferred stocks based on market values for the com- 
posite fund by fields is exhibited in Table XLII. 

TABLE XLII 

CURRENT RETURN ON MARKET VALUE OF PREFERRED 
STOCKS OF 196 TRUSTS BY FIELDS a 


Field Return 

Railroad 5.21% 

Utility 7.38 

Industrial 7.87 

Composite 7.71 


a For the end of the trusts. 

The return on railroad preferreds is a reflection of the situ- 
ation in the railroad field, in which preferred stocks were severely 
depressed. Industrial preferreds show quite a large return, the 
result of the business situation and the low average quality of 
these issues. Utility preferreds averaged considerably higher 
than rails in quality and the return was thereby lower. 

Income on the Market Value of Common Stocks Accord- 
ing to the Field of Investment. — Figures for returns on the 
market value of common stocks distributed according to the fields 
of investment are set forth in Table XLIII. 

TABLE XLIII 

CURRENT RETURN ON MARKET VALUE OF COMMON 
STOCKS OF 196 TRUSTS BY FIELDS* 


Field Return 

Railroad 3.22% 

Utility 6.88 

Industrial 6.28 

Bank and Insurance 5.91 

Composite 6.24 


a For the end of the trusts. 

Income figures on market value of common stocks are highly 
deceptive, as they depend not only on rapidly fluctuating market 
prices, but also on inconstant rates of dividend payments. The 
index of common stock yields compiled by the Cleveland Trust 
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Company for all stocks traded in on the New York Stock 
Exchange for which there were reasonably regular quotations, 
and that paid dividends for a minimum of at least two successive 
years, showed a yield of 5.74 per cent in 1930, 7.43 per cent in 
1931, and 9.59 per cent in 1932. In 1933 and thus far in 1934 
the yield has been considerably reduced. 

The current returns as reflected in Table XLIII are indicative 
of the effects of business conditions in the various fields during 
1931 and 1932. Dividends were omitted on scores of issues, 
especially in the railroad and industrial fields. If the yields had 
been calculated solely in 1932 the composite average would have 
been lower than is shown in Table XLIII, due to the passing of 
dividends by many more corporations. 

PRINCIPAL 

Principal of the Trusts. — Conservation of the principal of 
the trusts is everywhere regarded as the primary obligation of the 
trustee. In the last analysis it is the most significant aspect of 
trust institution investing, a standard by which we may largely 
judge the merits of trust investment work. The effect of the 
investment practices previously analyzed upon the principal of 
the trusts will next engage our attention. In order to determine 
how successful the trust institutions were in conserving or 
enhancing the principal, a statistical analysis was made of the 
gains and losses of the 196 trusts in question. The inventory 
value was used for the beginning of the accounts and the carry- 
ing value set up by the trust institutions was used for the end, or 
last year for which data were available. 

Number of Trusts Showing an Increase or Decrease in 
Principal. — The data showing the number of trusts having a 
gain or loss in principal, classified according to size and for all 
the trusts in the aggregate, are exhibited in Table XLIV. 


TABLE XLIV 

NUMBER OF TRUSTS SHOWING A GAIN OR LOSS 
IN PRINCIPAL 


Size of Trusts 

Total 

Num- 

ber 

Ti u>ts Showing 
Gain <n Prin. 

Trusts ShowinglTrusts Showing 
Loss in Prin. | No Chanqe 

Num- 

ber 

Per 

Cent 

Num- 

ber 

"Per 

Cent 

Num- 

ber 

Per 

Cent 

$ 0-$ 25,000 

36 

26 

72.2 

9 

25.0 

1 

2.8 

25,000- 75,000 

50 

39 

780 

10 

20.0 

1 

2.0 

75,000- 200,000 

42 

28 

66.7 

14 

33.3 

0 

0.0 

200,000- 500,000 

42 

29 

69.0 

13 

31.0 

0 

0.0 

500,000- 1,000,000 

10 

7 

70.0 

3 

30.0 

0 

0.0 

1,000,000 and over 

16 

13 

81.2 

3 

18.8 

0 

0.0 

Total 

196 

142 

724 

52 ; 

26.6 

2 

1.0 
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The aggregate of all the trusts show fair success when judged 
by the fact that 72.4 per cent, or nearly three-fourths of the 
accounts enhanced their principal. These facts, however, should 
not be taken as the sole criteria for appraising the trust invest- 
ment management of trust institutions. Due consideration should 
be given to the contents of the trusts when they were handed 
over to the trust institutions and to the legal restrictions suround- 
ing the management of these funds. To be sure, these factors 
cannot be measured exactly so that we can accurately appraise 
and credit the trust institution management for gains or losses. 
While admitting that these factors were important and consider- 
ably complicated the problem of trust investment management, 
they could have been surmounted if trust institutions had fully 
realized the importance of the investment end of their business. 
Further, it is shown in the following pages that the investments 
received from the testator were responsible for the increase in 
principal of a large number of the trusts. And although a major- 
ity of the decreases came from the investments received from 
the donor, the increases were far more significant. Thus it is felt 
that the results bring out the fact that the investment end of the 
trust business has been only moderately satisfactory. Since the 
trust institutions have fallen short on this part of their work, it 
may be attributed to the practice, common until recently, of con- 
sidering administration all important in the trust business. If we 
consider only the investments selected by the trust institutions the 
appraisal would probably be more favorable. But shouldn't they 
be judged by what they did both with respect to what the trusts 
started with and with what the institutions selected ? 

Principal Gains or Losses in Trusts Classified Accord- 
ing to Size. — Classified according to size, the trusts show con- 
siderable variation in the per cent which gained or lost in prin- 
cipal. The groups below $75, 000 and those of $1,000,000 or over 
made a better showing in the number having a gain in principal 
than the other groups as compared with the aggregate. The class 
of trusts of $1,000,000 or over, were, as an aggregate, the most 
successful in maintaining the principal ; thirteen out of sixteen, or 

81.2 per cent increased their principal. The trusts from $75,000 
to $200,000 had the poorest record; fourteen out of forty-two, or 

33.3 per cent, showed a depreciation. According to the data pre- 
sented in Table XLIV there is no proof that size was controlling 
factor regarding the conservation of the principal. 

In the different states, New York had fifty-nine out of eighty 
trusts, or 73.7 per cent showing a gain; two accounts had no 
change in principal; and fourteen, or 23.7 per cent suffered a 
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decrease. Thirty-two out of forty-one, or 78.0 per cent, of the 
Boston trusts increased their principal. The Chicago trust insti- 
tution had only fifteen of the twenty-three accounts, or 65.2 per 
cent, which augmented their principal. Cleveland trust institutions 
increased the principal of twenty-three out of thirty-four trusts, 
or 67.6 per cent of the total. Of the eighteen trusts representing 
a St. Louis trust institution, thirteen, or 72.2 per cent increased. 

Percentage Change in Principal. — The total gain for all 
the trusts in the aggregate and for each city is set forth in 
Table XLV. 


TABLE XLV 

INCREASE IN PRINCIPAL ACCORDING TO CITIES AND 
FOR THE COMPOSITE OF 196 TRUSTS 

Percentage 

Cities Increase (Net) a 

New York.. 18.1% 

Boston 9.0 

Chicago 58.6 

Cleveland 47.2 

St. Louis 7.8 

Composite 27.4 

a Based on book value of the principal. 


The net increase in the principal of the composite assets was 
27.4 per cent. Nine trusts, each over $1,000,000 in size, three 
from Chicago, three from Cleveland, and three from New York, 
contributed over 75 per cent of the total increase in principal 
made by the 142 accounts which showed a gain. This is explained 
by the fact that a small percentage gain in a $1,000,000 trust 
would have more weight on a volume basis than a much larger 
percentage increase in an account of, say, $50,000. When the 
trusts were classified according to size it was found that several 
groups were just as successful in augmenting their principal as 
was the class of $1,000,000 or over. If the trusts are analyzed 
individually and not as a composite it is seen that the accounts 
making the greatest percentage gain were all under $500,000 in 
size. However, the study of the various trusts does not show any 
definite correlation between the size of the account and the 
increase in principal. 

Among the cities, the Chicago trusts as a composite showed 
the largest appreciation in principal, 58.6 per cent, and St. Louis 
the smallest, 7.8 per cent. 

The individual trusts showed an increase in principal ranging 
from a fraction of 1 per cent to about 400 per cent. Most of the 
accounts, however, realized an increase of less than 10 per cent. 
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The losses varied from less than 1 per cent to about 66 per cent, 
the majority being around 5 per cent. 

Sources of Increases and Decreases in Principal. — 
Approximately 80 per cent of the total increase in principal for 
all the trusts in the aggregate came from common stocks ; about 
15 per cent was derived from real estate, principally from New 
York; the balance was contributed by bonds, preferred stocks, 
and real estate obligations. Of the 142 trusts showing an increase 
in principal, over 100, nearly 72 per cent, gained almost entirely 
from common stocks. Real estate was the principal factor 
responsible for gain in seventeen trusts. 

The losses in the majority of the fifty-two trusts showing a 
decrease, came from common stocks. However, many accounts 
lost on preferred stocks, bonds, and real estate obligations. In 
most instances, the decrease in principal was due to investments 
received from the testator. 

An Analysis of Increases and Decreases in Each City — 
New York. — What were the particular reasons for the increase 
or decrease in the principal of the various trusts from the dif- 
ferent cities? In New York two to three trusts contributed 70 
per cent or more of the increase in each group when the trusts 
were classified according to size. In other words, thirteen trusts 
were responsible for approximately 75 per cent of the appre- 
ciation of the composite assets of eighty trusts. Seven of the 
thirteen gained almost entirely from common stocks and six from 
real estate. Although fifty-nine New York accounts showed an 
increase, twenty-seven accounted for approximately 98 per cent 
of the increment evident among all the trusts studied from that 
city. Sixteen of the twenty-seven trusts made increases from 
common stocks, ten from real estate, and one from other types 
of investment. It is interesting to note that the gains from three 
trusts, each over $1,000,000 in size amounted to a 11.1 per cent 
increase in principal for all the trusts in the aggregate, although 
the total gain from all the trusts combined equalled only 18.1 
per cent — 16.8 per cent after deducting administrative expenses. 

Around 90 per cent of the increment in principal of the com- 
posite assets was derived from the investments received in trust 
from the testator, about 50 per cent of this increase came from 
common stocks and 40 per cent from real estate. 

There were nineteen trusts showing a net loss from invest- 
ments. Common stocks received from the grantor were respon- 
sible for the decrease of seven accounts. The remaining twelve 
trusts showed losses from various types of investment, no one 
kind being of major importance. 
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Boston. — The increase in principal of the thirty-two Boston 
trusts was derived very largely from common stocks, this type 
of investment accounting for around 95 per cent of the total 
increase in principal. Common stocks were clearly instrumental 
in augmenting the principal of twenty-six accounts. This type 
of investment was also of considerable importance in bringing 
about the increase shown by the other six trusts. No one trust 
contributed over 10 per cent of the gain shown by the composite 
fund. _ 

There was a decrease in principal of nine Boston trusts. Two 
showed no loss from investing, the decrease being the result of 
administrative expenses. The losses in three trusts were prin- 
cipally from common stocks, preferred stocks accounting for the 
decrease in two. In only two trusts were there declines from 
investments actually made by the trust institutions. Fully 90 per 
cent of the decrease in principal resulted from investments 
received from the testator. 

Chicago. — Of the Chicago trusts, each of the fifteen accounts 
showing an appreciation in principal contained a considerable pro- 
portion of common stocks. The trusts showing the highest per- 
centage gain carried a large amount of common stocks. For 
example, each of the three trusts which increased over 100 per 
cent contained 50 per cent or more in common stocks throughout, 
except in 1931 and 1932. Over 90 per cent of the total gain in 
principal for all the trusts in the aggregate was contributed by 
four accounts, all containing a large amount of common stocks. 
Two trusts accounted for approximately 70 per cent of the 
increase of the composite fund, each listing over 90 per cent in 
this type of investment throughout the life of the trust. Since 
no stocks to speak of were purchased the appreciation in the 
various trusts came from securities received from the donor. 

Eight trusts suffered losses, four chiefly as a result of the 
possession of common stocks. In each case where common stocks 
were the principal factor causing the decrease, they had been 
received from the testator. The remaining four accounts showing 
a loss contained no stocks. 

Cleveland. — In general, stocks were responsible for more 
than 90 per cent of the total increase in principal of the com- 
posite assets of the Cleveland trusts studied. About 91 per cent 
of the total gain for all the trusts in the aggregate was derived 
from three accounts, two being over $1,000,000 in size and the 
third $338,000. The three trusts showing the largest percentage 
of gain contained a wide variety of investments, but each account 
averaged 50 per cent or more in stocks throughout the period 
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studied. Eleven trusts had an increase ranging from 5 to 100 
per cent. Ten of these accounts averaged over 25 per cent in 
common stocks. 

Eleven of the thirty-four trusts had a decrease in principal. 
Decreases in five of these accounts resulted from common stocks ; 
each contained 50 per cent or more in this type of investment 
throughout. One trust lost on real estate, which constituted over 
50 per cent of the trust assets in this account. The five remaining 
accounts which lost in principal also carried a substantial amount 
in stocks. However, stocks were not solely responsible for the 
decreases. Of the eleven trusts showing a loss, four decreased 
less than 5 per cent and in the remaining accounts the shrinkage 
ranged from about 10 to 30 per cent. The decrease for the trusts 
in the aggregate was less than 2 per cent of the principal at 
inventory value. 

St. Louis. — More than 90 per cent of the total gain for the 
St. Louis trusts as a composite came from common stocks. Of 
the thirteen accounts having a gain in principal, eleven derived 
their increase from stocks. The gains were primarily from 
investments made by the grantor which the trust institution 
retained. 

Three of the five trusts suffering a loss in principal actually 
showed a small gain from investments but the decrease came 
from expenses. In the two remaining accounts the loss was the 
result of stocks, one preferred and one common, which had been 
received from the grantor. 



Chapter XV 

GOVERNMENTAL OBLIGATIONS AS TRUST 
INVESTMENTS 

U NTIL quite recently, practically all government securities 
— Federal, state, and local — were regarded with the high- 
est satisfaction as media for trustee investments. So far 
as the writer knows, every state having any legislation on the 
subject has by statute declared that Federal, state and municipal 
bonds are legal for the investment of trust funds. 

Recently, however, the sharp contraction in municipal rev- 
enues, the major financial difficulties of some of our largest 
cities, as well as of hundreds of smaller municipalities, and the 
piling up of huge bonded indebtedness, have necessitated a care- 
ful analysis of the whole field of public finance, and a questioning 
of the merit of municipal obligations as proper investment for 
trust funds. Therefore it will be the purpose of this chapter to 
review the investment status of municipals. 

Government Obligations in Trust Portfolios. — Before 
analyzing municipal securities in general let us briefly review the 
role of government obligations in the portfolios of 196 trusts 
from the five cities included in this study. Table XLVI exhibits 
the proportion of the aggregate principal invested in govern- 
mental for the period 1919-1932. 


TABLE XLVI 

THE PERCENTAGE OF THE PRINCIPAL OF 196 TRUSTS 
INVESTED IN GOVERNMENT OBLIGATIONS, 1919-1932 


United 
States 
Year Bonds 

State 
and Mu- 
nicipal 
Bonds 

Total 

Inv. 

2.9% 

3.5% 

6.4% 

1919 

3.0 

5.9 

8.9 

1920 

4.4 

6.4 

10.8 

1921 

5.7 

9.8 

15.5 

1922 

4.7 

10.6 

15.3 

1923 

4.9 

10.6 

15.5 

1924 

5.2 

10.4 

15.6 

1925 

4.0 

10.4 

14.4 




State 



United 

and Mu- 



States 

nicipal 


Year 

Bonds 

Bonds 

Total 

1926 

3.2% 

10.3% 

13.5% 

1927 

1.7 

10.3 

12.0 

1928 

1.3 

10.5 

11.8 

1929 

1.6 

10.9 

12.5 

1930 

2.0 

11.3 

13.3 

1931 

2.5 

13.6 

16.1 

1932 

3.1 

14.1 

17.2 

Av. 

3.4 

10.4 

13.8 
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United States Obligations. — The position of United States 
government bonds in a trust portfolio should be determined by a 
consideration of these factors, namely, safety, marketability, 
yield, and possibly maturity. Most trust portfolios could afford 
to sacrifice a degree of safety and marketability exemplified in 
United States government bonds, for the sake of a higher income 
return. Obligations of the United States, however, might well 
be held by the average trust account, the percentage to be deter- 
mined in part by the general business situation. It would have 
been a sound policy to have selected these bonds in considerable 
amounts early in the depression when so many other types of 
investment were becoming unsound. 

Recently one trust institution official 1 in considering the ideal 
proportions of a well-balanced trust account of $1,000,000, stated 
that “at least 10% of such account should be invested in United 
States Government bonds.” A survey of Table XLVI shows 
that this ideal was not put into practice by the trust institutions. 
The average amount in United States securities for the period 
1919 to 1932 was only 3.4 per cent. In the study of trusts 
grouped according to size no group contained as much as 10 per 
cent in these obligations. 

Among the individual accounts we note 2 that in the last year 
of the trusts only one account contained as much as 25 to 50 per 
cent in these bonds and only seven held from 10 to 25 per cent. 
Fifty-three of the seventy-three trusts listing United States 
securities had 5 per cent or less so invested. 

The policy followed by the trust institutions was to invest a 
relatively small proportion in United States government bonds 
and vary the amount according to business conditions or the price 
of the bonds. Since United States government bonds are legal 
for all trusts (no instrument specified to the contrary) the trust 
institutions were free to change this item in the portfolios as 
conditions warranted. When the business situation became 
uncertain, as in the early twenties or in the early thirties, there 
was an accretion in these bonds. During the prosperous period 
of the second half of the twenties United States securities 
accounted for little of the aggregate principal. 

State and Municipal Securities. — For many years state 
and municipal obligations have been regarded with high favor as 
trust investments. State bonds, especially, have ranked second to 

1 Evans, Arthur H., "Trust Investments and Policies,” Proceedings 
Eleventh Pacific Coast and Rocky Mountain States Trust Conference, 
Oct 26-27, 1933, p. 64. 

2 See Ch. XII, Table XXVII. 
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United States obligations with respect to safety and marketability. 
Municipal bonds in general have also long enjoyed a rating of 
high investment merit. This notion has prevailed so widely and 
so long as to engender a feeling that “any municipal bond is good 
if it is legal” Such a reputation plus the fact that municipal bonds 
are exempt from all Federal taxes, except inheritance taxes, and 
in many states from local taxes, have made most of them sell to 
yield a low rate of return; just a little more than United States 
government bonds but less than high-grade railroad or public 
utility bonds. 

Although during recent years there has been some disillusion- 
ment to many investors in erstwhile high-grade “municipals,” 
there are still available to the trustee substantial bonds in this 
field. The inclusion of some of these obligations in a trust port- 
folio would not be amiss. In fact the selection of certain state 
and municipal bonds would be a good policy, depending in part 
upon the state of business, the trust principal and the needs of 
the beneficiary. It has been suggested that 10 per cent would be 
a proper proportion. 3 In truth this percentage is what the com- 
posite data of the 196 trusts show. Eleven of the fourteen years, 
1922 to 1932, showed a proportion of a little more than 10 per 
cent. The average for the fourteen years, 1919-1932, was 10.4 
per cent. 

There was no change in the number of accounts which 
invested in excess of 10 per cent of their principal in these bonds 
for the end period compared with the inventory. Nearly one- 
half of the trusts, twenty-nine out of sixty-one, contained less 
than 5 per cent in municipals at the end. About 15 per cent, 
nine out of sixty-one, contained 25 per cent or more, three con- 
taining over 50 per cent. 4 

Apparently the enormous increase in municipal debts and 
thereby the amount of municipal obligations outstanding during 
the period 1922 to 1929 had no appreciable influence upon the 
investment policy of the trust institutions. When the investment 
situation became uncertain as in the early twenties or as in the 
present upheaval, the investment proportion in municipals was 
promptly increased. 

The total amount in government bonds showed a substantial 
increase from the inventory to 1919. The proportion was almost 
doubled from 1919 to 1932. For the most part the governmental 
obligations were substantial investments as shown by the ratings 
in Chapter XIII. Thus it would seem that the investment policy 


3 Evans, op. cit. 

4 See Chap. XII, Table XXVII. 
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of the trust institutions had been a fairly sound one with respect 
to governmentals. 

The Situation in Municipals Calls for a Critical Atti- 
tude. — The situation now prevailing in the municipal field neces- 
sitates a more realistic and critical attitude toward these bonds as 
proper investments for trust portfolios than has prevailed. 

The comparatively satisfactory record which municipal secur- 
ities has maintained for sortie decades fostered a feeling of 
implicit confidence in this class of securities. As a result invest- 
ors paid little or no attention to the financial policies of munici- 
palities. In particular they failed to consider changes in the 
nature of these securities which had been taking place since 1912. 
They did not check the ability of municipalities to meet their 
obligations entered into for expansion purposes. Neither did 
they analyze the legal entities being reared to foster borrowing 
capacity and to pile up huge overlapping indebtedness. They 
were too prone to accept, without further question, the figures 
shown in prospectuses for the sale of municipal obligations. But 
the sad state into which many of these obligations have fallen 
makes only too evident the problem confronting trustees in the 
administration of accounts involving this type of investment. 

State and Municipal Debts and National Wealth. — 
During the past ten years particularly, local government units 
have been engaged in a spending spree, borrowing virtually to 
the limit of their capacity. From 1921 to 1933 for example, our 
states, cities, counties, and districts as an aggregate added more 
to their total bonded debt than in all previous years of their his- 
tory. The extent of such borrowing may be seen from Table 
XLVII. 


TABLE XLVII 


STATE AND MUNICIPAL DEBTS AND NATIONAL 
WEALTH, 1912, 1922, 1932 


Total Debt a 
(000,000 
Year omitted) 

1912 $ 3,822 

1922 8,690 

1932 17,597 


National b 

Per Wealth 

Capita (000,000 

Debts omitted) 

$ 39.37 $186,300 

79.92 320,800 

140.77 247,300 


National 


Wealth 

Ratio 

Per 

Debt to 

Capita 

Wealth 

$1,950 

2.05% 

2,918 

2.71 

1,981 

7.12 


11 Bureau of the Census, Financial Statistics of State and Local Govern- 
ments. , 

b National Industrial Conference Board, The Conference Board Bul- 
letin, VII, 5, p. 34. 


Thus far the twentieth century has seen a phenomenal growth 
in our state and local debts. From 1902 to 1912 there was an 
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increase of $1,950 million which was greater than the total debt 
at the turn of the century. The period 1912 to 1922 represents 
an increase of $4,868 million or a rise of 127 per cent. The next 
decade showed a further increase of $8,907 million or 103 per 
cent. These figures become more impressive when we consider 
that the per capita growth in debt more than tripled in the period 
1912 to 1932, rising from $39.37 to $140.77. 

A comparison of the total state and local debt to national 
wealth reveals a striking change in the last two decades. The 
ratio of debt to wealth was 2.05 per cent in 1912. In 1922 the 
ratio was 2.71 per cent and in 1932, 7.12 per cent. In other 


TABLE XLVIII 


STATE AND LOCAL DEBT, ASSESSED VALUATION AND 
WEALTH PER CAPITA OF VARIOUS STATES, 1932* 


State 

Total State 
and Local 
Debt (000 
omitted) 

Debt 

per 

Capita 

Assessed 
Valuation 
of all 
Property 
(000 

omitted) 

W ealth 
per 

Capita b 

Ratio of 
Debt to 
Wealth 

California . . . 

.$1,099,416 

$186.15 

$ 7,951,085 

$2,692 

6.90% 

Colorado 

. 129,504 

123.81 

1.447,170 

3,165 

3.91 

Connecticut.. . 

. 160,700 

98.59 

3,151,284 

3,389 

2.90 

Florida 

. 513,023 

337.74 

520,454 

1,710 

19.75 

Georgia 

. 106,986 

36.76 

1,267,790 

1,377 

2.68 

Illinois 

. 819,640 

104.80 

7,875.677 

2,958 

3.54 

Indiana 

. 199,035 

60.87 

5,073,241 

2,786 

2.17 

Iowa 

. 241,991 

97.66 

1,463,741 

4,322 

2.26 

Louisiana — 

. 360,410 

169.05 

1,666,140 

1,662 

10.18 

Maryland — 

. 261,168 

158.28 

2,761,587 

2,596 

6.07 

Massachusetts. 

. 436,600 

101.77 

7,442,795 

3,144 

3.24 

Michigan 

Minnesota . . . 

. 769,911 

152.62 

8,262,000 

2,419 

6.96 

. 285,111 

110.42 

2,307,881 

3,403 

3.24 

Missouri 

. 359,407 

98.00 

4,566,000 

2,819 

3.48 

New Jersey.. . 

. 1,151,231 

278.61 

6.819.527 

2,990 

9.31 

New York 

. 3,477,233 

271.40 

29j559,936 

2,987 

9.08 

North Carolina 507,683 

154.00 

2,831,000 

1,482 

10.41 

Ohio 

. 875,036 

129.89 

13,452,947 

2,859 

4.54 

Oklahoma 

. 194,085 

79.77 

1,753,601 

1,683 

4.76 

Pennsylvania . 

. 1,213,706 

124.82 

12,762,317 

3,068 

4.07 

Tennessee . . . 

. 323,496 

122.30 

1,663,892 

1,667 

7.30 

Texas 

. 662,232 

109.76 

3,962,841 

1,720 

6.39 

Washington .. 
Wisconsin . , . 

. 217,431 

137.27 

1,250,040 

3,342 

4.10 

. 205,234 

69.10 

5,073,701 

2,744 

2.52 


a Compiled from the Bureau of the Census, Financial Statistics of State 
and Local Governments , 1931-1932. Debt figure for Illinois and Missouri 
from Van Riper, Walker, ‘Are Municipal Bonds Investments,” Barron’s , 
March 5, 1934. 

b Figures from Industrial Conference Board for 1930, 
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words our state and local debts have grown much faster than has 
our national wealth, especially since 1922. 

Debt, Assessed Valuation and Wealth Per Capita of 
Various States. — The debt situation in various states for the 
year 1931 or 1932 is exhibited in Table XLVIII on page 221. 

From 1922 to 1932 the percentage change in state and local 
debts ranged from a decrease of 10 per cent in North Dakota to 
an increase of 431 per cent in Florida. Approximately one-third 
of the states showed an increase of over 100 per cent, while over 
one-half had an increase of 50 per cent to 100 per cent. 

Theoretically assessed valuation should be, in general, a meas- 
ure of debt paying capacity since it is the basis for taxation. 
Taxation, of course, is the basic factor determining the value of 
state and municipal bond issues. Assessed valuations, however, 
show great variations from state to state and are unsuitable for 
comparative purposes. 

Revenues and Interest. — Table XLIX shows the total 
revenues of various states which are for the purpose of defray- 
ing all governmental costs. Interest figures are also given for 


TABLE XLIX 

REVENUE RECEIPTS AND INTEREST ON DEBT OF 
VARIOUS STATES, 1932* 

Interest on 
State and 

Revenue Receipts Local Debt 


State (000 omitted) (000 omitted) 

California $ 631,049 $ 53,292 

Colorado 84,779 5,692 

Connecticut 128,222 7,906 

Florida 106,585 21,361 

Georgia 99,829 5,638 

Indiana 221,547 10,320 

Iowa 192,060 11,428 

Louisiana 103,352 16,276 

Maryland 104,599 12,086 

Massachusetts 384,018 20,734 

Minnesota 216,856 16,211 

New Jersey. 427,706 54,870 

New York 1,388,734 145,743 

Ohio 506,535 50,205 

Oklahoma 116,491 12,468 

Pennsylvania 626,563 59,007 

Tennessee 98,398 16,133 

Washington 144,230 10,626 

Wisconsin 256,457 9,191 


a Compiled from the Bureau of the Census, Financial Statistics of State 
and Local Governments , 1931-1932. 
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the same states showing the proportion interest on debt is of 
total revenues. Debt service cost would be much greater if debt 
retirements were also included. 

Debt Paying Policy of Various States. — Further signifi- 
cant data pertaining to state and local debts dealing with the 
extinction of indebtedness are shown in Table L. 


TABLE L 


THE DEBT PAYING POLICIES OF VARIOUS STATES, 
1926-1932 a 


(000 omitted) 


State 


Average Total Average Ratio Total Ratio Re- 

Total Net Amount Paid to Refunded funded to 

Debt Amount Amount Paid Amount Issues Amount 

1926-32 Matured Paid Annually Outstand. 1926-32 Matured 


California $1,006,332 $171,595 
Colorado 175,879 17,944 

Connecticut 143,949 31,997 

Florida 440,381 54,164 

Georgia 77,606 16,311 

Illinois 701,651 159,508 

Indiana 239,490 32,209 

Iowa 260,059 42,080 

Louisiana 246,964 38,714 

Maryland 211,667 55,650 

Mass’usetts 391,865 162,220 

Michigan 758,328 113,643 

Minnesota 370,865 77,371 

Missouri 296,396 64,169 

New Jersey 871,759 182,241 

New York 2,947,875 502,298 

No. Carolina 449,230 71,924 

Ohio 904,966 289,420 

Oklahoma 177,616 16,605 

Penn’lvania 1,120,506 136,211 

Tennessee 242,900 41,413 

Texas 658,656 64,422 

Washington 238,900 66,891 

Wisconsin 173,870 39,463 

‘Walker Van Riper, “Are 
March 19, 1934. 


$170,876 $28,479 
16,190 2,697 

29,799 
35,872 
15,250 


4,966 

5,979 

2,541 


142,248 23,708 

29,818 4,969 


35,936 

38,629 

54,914 


5,989 

6,438 

9,152 


138,220 23,037 

75,980 12,663 

74,530 12,421 

63,346 10,557 

180,259 30,043 

485,485 80,914 

65,041 10,830 

276,608 46,101 

16,455 2,743 

132,162 22,027 


20,570 

47,336 


3,428 

7,889 


63,646 10,608 

37,663 6,277 

Municipal Bonds 


2.83 % 

$ 719 

0.42% 

1.53 

1,754 

9.77 

3.45 

2,198 

6.87 

1.36 

18,292 

33.78 

3.28 

1,061 

6.51 

3.38 

17,260 

10.82 

2.07 

2,391 

7.43 

2.30 

6,744 

15.80 

2.61 

85 

0.22 

4.32 

736 

1.32 

5.87 

24,000 

14.82 

1.67 

37,663 

33.15 

3.35 

2,841 

3.67 

3.56 

823 

1.28 

3.44 

1,982 

1.08 

2.74 

16,813 

3.35 

2.41 

6,883 

9.57 

5.09 

12,812 

443 

1.54 

150 

0.90 

1.96 

4,049 

2.97 

1.41 

20,943 

50.60 

1.19 

17,086 

26.50 

4.44 

3,245 

4.85 

3.61 

1,800 

4.56 


Investments ?” Barron's, 


Refunding may or may not be a good policy. If it is to con- 
vert optional, but not yet due, debts into new issues bearing more 
favorable terms, then it is a sound practice. If the refunding is 
for the purpose of meeting actual debts that are due it may be 
unsound, especially if there is a refunding of a comparatively 
large proportion of the bonds which mature. Of the states not 
shown in Table L eleven had a ratio of refunding to the total 
amount matured of over 25 per cent, five of these had a ratio of 
over 50 per cent. Four of the states listed in Table L had a ratio 
of over 25 per cent. Sixteen states shown in this Table refunded 
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less than 10 per cent of the amount matured in the period 1926- 
1932. 

Debts, Debt Service and Income. — The relationship of state 
and local debts and the debt service thereon to the national income 
is set forth in Table LI. 


TABLE LI 

STATE AND LOCAL DEBTS, DEBT SERVICE AND 
NATIONAL INCOME, 1922, 1929, 1932 


kjcc xawc v jlj.. _ 

b Bureau of Foreign and Domestic Commerce, National Income , 1929-32, 
73d Congress, 2d Sess., Senate Document No. 124, p. 10. . 

c King, W. I., The National Income and Its Purchasing Power, p. 77. 
d Evans, Clark, The Internal Debts of the United States, (1933), p. 258. 
(Includes interest charges and debt retirements.) 


The data show a definite increase in the ratio of debt service 
to the national income, rising from 1.29 per cent in 1922 to 3.05 
per cent in 1932. The debt burden is increased due to the fixed 
nature of debt charges, the decrease in the national income, and 
the shrinkage in our national wealth. If the debt service of 
municipal debts were related to the income of the urban popula- 
tion the ratio would be considerably higher than is shown in 
Table LI. 

Taxable Wealth, Taxes and Debts. — Until the early 
twenties taxable wealth tended to rise as rapidly as did state and 
local debts. From 1922 to 1932 the ratio of debt to wealth began 
to show a considerable increase. With wealth decreasing during 
the depression the per cent of debt to taxable wealth jumped to 
the highest figure in our history, the total debt becoming approxi- 
mately 7 per cent of taxable wealth in 1932. 5 

Taxes have increased almost as rapidly as has state and local 
debts. Total taxes showed a pronounced rise from 1922 to 1932 
and in consequence the ratio of taxes to wealth and to income 
was substantially larger in 1932 than in 1922. 6 Not only have 

5 See Federal Committee Report on Double Taxation and the Bureau 
of the Census, Wealth, Debt and Taxation. 

6 Ibid. 
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taxes been increased but in recent years tax delinquencies and 
uncollected taxes have greatly increased. 

Defaults. — State and local bonds had been virtually free of 
default in either interest or principal for decades. In recent 
years the picture has changed. It is estimated that up to Febru- 
ary 1, 1933, more than 1,100 governmental units had defaulted 
on bonds 7 aggregating $1 ,200,000,000.® Undoubtedly scores of 
other issues are on the brink. Defaults had become so common 
that only six states reported no defaults. Eleven states reported 
one to five defaults; twenty-six six to fifty; and five fifty-one to 
one hundred fifty defaults.® Defaults have occurred most fre- 
quently in those states having rapidly increasing debts. 

The types of obligations which have chiefly been instrumental 
in disrupting municipal finance and causing defaults are anticipa- 
tory notes, short term loans, and special assessment bonds. While 
there was an increase in wealth and income these obligations 
created no particular problems. But they proved hazardous dur- 
ing a depression when property values fell, incomes shrank and 
tax delinquencies increased. 10 

Overlapping Debts . 11 — Although one state and a number of 
outstanding cities have defaulted on their obligations, the major 
difficulties are with various districts, small municipalities, and 
political subdivisions — governmental units created for the pur- 
pose of increasing the borrowing capacity of the area. In fact, 
overlapping indebtedness entered into as a means of promoting 
new taxing entities within other governmental areas has been a 
major factor in the instability of municipal securities. In the 
majority of states there are no effective limitations on the prac- 
tice. Although a few states impose debt limitations for munici- 
pal subdivisions, they are frequently of little value, or they are 
of such a nature as almost to compel evasion. If a city is already 
bonded to the legal limit, and wishes to build a new school, a 
new district will have to be devised which has a separate debt 
limit. Thus oftimes, municipal debt is far out of proportion to 
the assessed value of the property and yet its obligations are not 
disqualified for trust investment 


7 Clark, Evans, The Internal Debts of the United States , (1933), p. 270. 

8 Public Administration Service, Municipal Debt Defaults , (1933), p. 1. 

9 Kilpatrick, Wylie, “When Municipalities Go Bankrupt,” Barron's , 
May 1, 1933. 

10 Clark, op. cit. p. 271; Public Administration Service, Municipal Debt 
Defaults , (1933), Ch, III. 

11 Kirshman, J. E., Principles of Investment , 2d ed. (1933), Ch. XXXIV ; 
Riley, E. J., “Municipal Obligations as Trust Investments,” Trust Com- 
panies } Vol. LIV (March, 1932). 
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The existence of overlapping tax areas greatly complicates 
the problem of analyzing municipal obligations. The chief danger 
lies in the complete uncertainty regarding the security behind 
such obligations. Prospectuses of any particular road district, 
school district, or other legal entity show the assessed value of 
property in the district, its approximate valuation and net debt 
clearly enough, but fail to indicate the ultimate extent of addi- 
tional liability. At present it is frequently impossible to get 
accurate or adequate information about the financial condition 
of municipalities and political subdivisions. 

Difficulty in Securing Funds. — One of the chief reasons 
for the collapse in public credit is the manner in which the 
typical municipality has handled its current finances. It has 
financed its improvements through bond issues and has raised 
current funds through bank loans, but now many have had to use 
what cash they had on hand, and have anticipated taxes to the 
limit. With many municipalities unable to sell any bonds at all, 
scores of cities are having difficulty with payrolls and fixed 
charges. 12 The distressed state of the municipal bond market is 
best typified by New York City, which, after much difficulty, 
finally sold some 3-5 year notes on a 6 per cent basis, whereas 
in May 1931, it was able to sell 3 per cent long-term bonds. 
Philadelphia has had to sell its bonds over the counter, and Chi- 
cago has seen a large part of its tax- anticipation warrants remain 
unsold. In fact, bonds of scores of our cities have gone begging. 
Until the statistical position of our municipal debt is improved 
by readjustment to actual facts, many municipalities will continue 
to have difficulty in disposing of their bonds. Raising necessary 
taxes to meet expenses is most difficult because of the business 
situation. In truth, cities all over the country are having diffi- 
culty in securing funds. 

Program of Retrenchment. — Realizing at last that they 
have jeopardized their credit by their debt and financial policies, 
numbers of cities have recently adopted a policy of serious 
retrenchment. Detroit was one of the first to recognize the 
dangers of its reckless extravagance and the serious predicament 
of its finances. In 1931 it began to put its house in order by 
providing for a quarterly readjustment of the 1931-1932 budget. 
Its tax budget for 1932-1933 was reduced by $4,000,000. New 
York, Chicago, Philadelphia, Cleveland and other large cities 
wisely adopted a program of retrenchment and budgetary 

12 “Financial Embarrassment of Our Leading Cities/* Engineering News 
Record , February 25, 1932. For a continuation of this discussion see this 
and the following numbers of the Engineering News Record. 
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reform. Many other cities likewise cut their budgets and cur- 
tailed expenditures. In many states there was a widespread 
movement for curtailed expenditures. 13 

Sinking Fund Problem. — Such paring of budgets is a most 
encouraging move, but by itself this will not be sufficient to make 
municipal obligations safe media for trust funds. The financial 
administration of many cities is yet poor, and the scant attention 
given to the use of sinking funds detracts from the investment 
quality of municipal obligations. A major factor aggravating 
municipal finances is the maturing of bonds for which no pro- 
vision has been made. Yet, it is of the utmost importance to the 
investor to know something about these sinking funds, how large 
they are, in what securities they are invested, and whether the 
schedule of payments is rigidly adhered to. 14 

An outstanding example of the abuse of the sinking fund is 
that presented by the Tennessee State Tax Commission in its 1930 
Report: “Sinking funds in a few counties where they exist are 
not well managed. In one county . . . some officials constituted 
themselves as a sinking fund commission and lent the whole 
amount on real estate mortgages. In another . . . the assets were 
loaned to one of the commissioners, who lost it through unwise 
investment. . . It is doubted “if the sinking funds amount to 
5 per cent of the total debt. In fact, few county officials intend 
to amortize the debts as they fall due. . . Such practices are 
intolerable but they are fairly obvious. Other methods are more 
subtle, such as dissipating assets through the so-called “invest- 
ment” in new permanent improvements. The excuse offered for 
this practice is not sound economic reasoning; maturing bonds 
cannot be paid with permanent improvements. 

That the situation is not altogether hopeless, however, is indi- 
cated from the excellent results obtained where certain state gov- 
ernments have actually taken definite steps to control the affairs 
of various subdivisions. 15 One of the first important instances 
of this kind was the action of West Virginia in 1921, in forming 
a State Commission to administer local sinking funds. Within 
recent years, the West Virginia legislature has passed bills pro- 
viding additional funds in the event some of the local units find 


13 Broderick, John P., “The Cities Go Thrifty/' Barron's , May 30, 1932. 

14 Colby, Benjamin, “The Importance of Sinking Funds to Tax 
Exempts ; Examples, Good and Bad/’ The Annalist , July 15, 1932, p. 71. 

15 See Act of the Legislature of West Virginia creating the State 
Sinking Fund Commission, Ch. 157, Acts of 1921 ; Reports of the State 
Sinking Fund Commission; Bond, John C., “Municipal Bonds in We st 
Virginia/' speech delivered at the convention of the National Association 
of State Auditors, etc., November 19, 1925. 
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it difficult to meet their obligations. The prize example of state 
control, today, is that of North Carolina, whose Local Govern- 
ment Commission supervises all units of the state both as to 
sinking funds and new borrowings. Already, its beneficial effects 
have been felt. Although some refunding is still necessary it is 
strictly regulated. There are, too, many municipalities which 
have a sound sinking fund administration. 

The alarming increase in the municipal debt burden in the 
face of a shrinkage in property values and incomes, from which 
taxes must be collected, created a nation-wide problem. Recog- 
nizing the danger, should this continue, the Investment Bankers 
Association drew up a definite program to help municipalities 
meet their difficulties . 16 In cooperation with the American Bank- 
ers Association and the Association of Life Insurance Presidents, 
the Municipal Securities Committee of the Investment Bankers 
Association also fostered a movement for a central organization 
to study the financial condition of municipalities. 

The Municipal Securities Committee likewise attempted to 
develop a Uniform Special Assessment Bond Law, which it hoped 
would serve as a guide for future laws affecting securities issued 
in connection with special assessments. The serious abuses of 
special assessments have been responsible for much of the trouble 
in which municipalities find themselves today. The proposed 
legislation would suggest the proper limits to eliminate various 
unsound practices in the issuing of bonds. Such efforts, while 
by no means a panacea for all the ills to which municipal financ- 
ing is subject, nevertheless should help toward restoring munici- 
pal credit to a much sounder basis. 

At the present time, there has not been worked out a satis- 
factory method of preventing municipal bankruptcies or intelli- 
gently controlling or supervising municipal finances. Neither 
has there been worked out machinery for adequately handling 
the finances and obligations of defaulting municipalities. Prog- 
ress is being made, however, as steps are being taken in various 
states to adjust debts, to set up receiverships or other methods to 
supervise the finances of defaulting municipalities, and to pass 
laws to bring about more satisfactory control over municipal 
budgets. 

10 Investment Banking, June 3, 1932 ; Hart, Henry, “Interim Report of 
Municipal Securities Committee,” Investment Banking, June 14, 1932, 
p. 236 ff. 
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REAL ESTATE OBLIGATIONS AS TRUST 
INVESTMENTS 

D URING the period from 1921 to 1929, especially, lavish 
amounts of money from various sources all over the 
United States were poured into city real estate mortgages 
and bonds. Millions of investors bought real estate obligations 
and many investment houses and banks were convinced that next 
to United States government bonds, the prime security was real 
estate. Such obligations qualify in every state as proper for trust 
investments. If there has been any legislation on the subject it 
has authorized the selection of such securities. 

However, overbuilding and speculation, with the consequent 
decline in real estate values have been the inevitable results of 
unintelligent and profligate lending policies. Now that a reversal 
in economic affairs has occurred, the deflation in real estate secur- 
ities has created an unprecedented state of affairs in this field. 

What was the role of trust institutions in this situation? And 
what is the present status of their real estate holdings ? It is not 
possible to give definite answers to these questions, but there are 
sufficient data at hand to throw some light upon them. The 
present depressed condition of real estate is a source of great 
concern to trust institutions, because a large proportion of their 
trust accounts is invested in real estate obligations. 

Urban Real Estate Obligations in Trust Portfolios. — 
The amount of urban real estate obligations outstanding in the 
United States has been estimated at $35, 000, 000,0002 The exact 
amount of such credit held by the personal trust department of 
trust institutions is not known, but from available evidence the 
writer believes that these investments total billions of dollars. 
Regardless of the exact amount of real estate obligations held by 
trust institutions, the volume is large, and comprises an important 
percentage of the urban mortgage credit outstanding. The data 
of 196 trusts from five cities show that the proportion allocated 
to this item in 1932 was more than double the amount held in 
the inventory, taking the relative dollar volume for the aggregate. 


1 Clark, Evans, The Internal Debt of the United States , (1933), p. 66. 
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The relative proportion of trust assets in various types of real 
estate investments from 1919 to 1932 is shown in Table LII. 


TABLE LII 

THE PROPORTION OF TRUST INVESTMENTS IN REAL 
ESTATE AND REAL ESTATE OBLIGATIONS, 19194932 

Urban 



Real 

Land 




Estate 

Bank 

Real 


Year 

Oblig. 

Bonds 

Estate 

Total 

1919 

16.5% 

0.0% 

17.0% 

33.5% 

1920 

15.9 

0.0 

16.9 

32.8 

1921 

13.5 

0.1 

14.8 

28.4 

1922 

13.0 

0.9 

13.6 

27.5 

1923 

13.1 

1.8 

12.2 

27.1 

1924 

13.0 

1.8 

11.8 

26.6 

1925 

16.3 

2.4 

11.8 

30.5 

1926 

17.5 

2.4 

11.4 

31.3 

1927 

18.9 

2.4 

11.0 

32.3 

1928 

19.1 

2.8 

8.8 

30.7 

1929 

21.5 

3.0 

6.2 

30.7 

1930 

22.0 

3.1 

5.1 

30.2 

1931 

22.6 

2.2 

3.8 

28.6 

1932 

22.3 

2.0 

3.0 

27.3 


Urban Mortgages as Trust Investment. — Today real 
property as security for long-term loans comprises a major field 
of investment. In fact obligations secured by urban real estate 
constitute one of the most widely accepted fields for trust invest- 
ment. Literature in the trust field frequently asserts that real 
estate mortgages, when conservatively made and selected, are 
superior as trust investments to all other types of legal invest- 
ments. 2 To a large extent this attitude is undoubtedly due to 
the traditional preference for mortgages, a practice handed down 
from the early history of our country’s development. In a young 
and growing country such as the United States has been, mort- 
gages have been one of the highest types of security. Until 
recent years the investment record of such investments has been 
unusually favorable with respect to both safety and income. 
They are still a good investment for trust institutions if they are 
well selected and properly supervised. Such investments will 
provide a trust portfolio with security of the first degree and 
an income above that obtainable from high-grade bonds. 


2 Bennett, R. A., “Real Estate Mortgages Retain Pre-Eminence as 
Investments for Trust Funds/' Trust Companies , Vol. 55, (July, 1932), 
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Policy of Trust Institutions. — Although the disastrous 
experience of recent years has cast reflection upon real property 
securities they are still considered an excellent trust investment. 
Thus we wish to know what has been the practice of trust insti- 
tutions with respect to this type of investment. Recently in con- 
sidering a well-balanced program for a $1,000,000 account, high 
grade mortgages to the amount of 10 per cent of the trust were 
recommended. 3 The data of Table LI I show a higher percentage 
than this for the composite of 196 trusts. In no year did the 
aggregate of all the trusts show less than 13 per cent in urban 
real estate obligations. From 1929 to 1932 the amount so in- 
vested was over 20 per cent. The average for the fourteen years, 
1919-1932, was 17.4 per cent. 

The sixteen trusts of $1,000,000 or over held more than 10 
per cent as an average in this type of investment. 4 For four 
years, 1921-1924, the proportion was less than this amount but 
in 1929-1931 this item composed more than 20 per cent of the 
total principal in this group. The trusts of less than $75,000 held 
over 40 per cent in real property securities for the period 1927- 
1931. 

The policy of trust institutions was distinctly one of increas- 
ing the amount of trust principal in urban real estate securities. 
Between the time the trusts were received and 1919, the pro- 
portion in such investments had been nearly doubled. The 
decrease in real estate obligations for the years 1920 to 1924 
seems to coincide fairly accurately with the increase in govern- 
mental during the same time. From 1924 to 1931 the percentage 
in this type of investment was substantially increased, rising from 
13 per cent to 22.6 per cent. The striking growth in real estate 
obligations during this time paralleled the real estate boom of 
the twenties. This investment was the largest single item in 
the composite of 196 trusts with the exception of industrial 
common stock. 

The position of real estate obligations is best seen from an 
examination of individual trusts. The number of accounts select- 
ing these obligations increased from ninety in the inventory to 
168 in the last year for which the trusts were studied. This type 
of investment was held in 40 per cent more trusts than contained 
any other item. Fifty-seven, or nearly 30 per cent, of the trusts 
had 50 per cent or more of their principal invested in securities 

3 Evans, Arthur H., “Trust Investments and Policies,” Proceedings 
Eleventh Pacific Coast and Rocky Mountain Trust Conference , Oct. 26-27, 
1933, p. 67. 

4 See Ch. XI, Table XXVI. 
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based on real estate. An additional twenty-nine, or 15 per cent, 
had from 25 per cent to 50 per cent so invested. 5 

The Policy in New York. — In New York, the predominant 
center of the trust business, the proportion of trust investments 
carried in real estate obligations was very large. The New York 
trusts as an aggregate held over 30 per cent of their principal 
in these items each year from 1928 to 1932. When the eighty 
trusts terminated, thirty-four contained over 50 per cent of their 
assets in real estate mortgages or bonds, and four held this pro- 
portion in real estate proper. There was a pronounced increase 
in the holdings of real estate securities in the New York trusts 
from the time they were received by the trust institutions until 
the last year for which data were collected. 

Land Bank Bonds. — Joint Stock Land Bank bonds com- 
prised practically all of this group. These securities were held 
almost entirely by the Cleveland trusts. They amounted to less 
than one per cent of the principal in the inventory of the accounts. 
By 1923 the proportion had been increased to over 3 per cent 
and in 1928, over 8 per cent of the Cleveland assets were so 
invested. From 1928 to 1932 the proportion had been decreased 
to about 4 per cent. 

In view of the set-up and experience of the Joint Stock Land 
Banks it is difficult to understand why trust institutions should 
choose these bonds. Such bonds have sold at a heavy discount 
during the years of the depression. A number of these banks 
have defaulted on the interest of their bonds and have been 
placed in receivership. 

Real Property. — Although real estate proper comprised an 
important percentage of the total trust principal, it was all 
received in trust from the grantors. It is not considered suitable 
for trust investment, and so far as the writer knows it is not 
authorized as such in any state. 

The policy of the trust institutions has been to dispose of 
the real estate rather gradually. In the inventory it was listed 
in fifty-four trusts and in the last year of accounting it was still 
being held by thirty-one accounts. The proportion so invested, 
however, was drastically reduced. 

Comparison with Life Insurance Companies and Sav- 
ings Banks. — It is interesting to compare the policy of trust 
institutions in our leading cities with the recent tendencies among 
life insurance companies. These comparisons are made in 
Table LIII. 


5 See Ch. XII, Table XXVII. 
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TABLE LIII 

COMPARATIVE PROPORTION OF TOTAL INVESTMENTS 
IN CITY REAL ESTATE OBLIGATIONS 

• Trust 

Life Insurance Institutions 


Companies a Urban Real Estate 

Year City Mortgages Obligations 

1928 292% 19.1% 

1929 30.0 21.5 

1930 29.6 22.0 

1931 28.5 22.6 

1932 27.5 22.3 


a Proceedings of the Twenty-Sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents , (1932), p. 108. 

Further evidence of the policy among life insurance compa- 
nies may be seen from the fact that the volume of urban mortgage 
loans has increased less rapidly for the past six years than certain 
other types of investment. For example, the percentage increase 
in city mortgage loans rose steadily from 1919 to 1929, but since 
1929 it has been steadily decreasing. 6 Of the new investments 
made by life insurance companies in 1930, 45 per cent was in 
city mortgage loans; in 1931 the figure was 36.5 per cent; and 
in 1932 it was 31.8 per cent. 

Comparable data for savings banks as a whole are not avail- 
able, but a glance at the investment policy of savings banks in 
New York will throw some light on the situation. Although real 
estate mortgage investments are still the largest single investment 
of savings banks in New York, the proportion invested in such 
securities has declined in recent years. According to the 1931 
report of the Superintendent of Banks in that state, only 59 per 
cent of the resources of New York savings banks were in mort- 
gages, compared with 63 per cent the year before. From 1930 
to 1931 there was a gain of over $600,000,000 in total resources, 
but a net increase in mortgages of only $187,000,000. 

Urban Real Estate Financing. — The decade of the 
twenties was the boom period of urban real estate financing. It 
was a time of intense optimism and too frequently one of blind 
faith. Strenuous efforts were made to attract capital to the real 
estate field even though this resulted in securing money which 
should never have been invested in real estate securities. Extraor- 
dinary sales and promotional methods were devised. The pres- 
tige of the word “mortgage” was played upon ; the concept that 

6 Proceedings of the Twenty-Sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents , (1932), p. 108. 
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mortgage bonds were just like any other bonds was emphasized; 
the generous yields of mortgages and mortgage bonds over other 
high grade investments was stressed ; and these obligations were 
frequently sold under the guise of being readily marketable. 
Consequently millions of investors and most investing institu- 
tions bought real estate securities. Believing that such invest- 
ments were prime security, many bought to the limit of their 
capacity. 

Many issues which these investors purchased were based on 
high appraisal values. The conservative ratio of 50 per cent of 
the appraisal value for a mortgage loan had been pushed up 
to 60 per cent, 75 per cent, 90 per cent, and in some instances, 
100 per cent. 

Not only were these securities frequently sold on a ratio 
of high appraisal values but they were also sold without supply- 
ing the investor with any substantial information. Real estate 
bonds especially carried a dearth of information. In consequence 
few of them have been given a rating by the investment services. 

The passing of huge sums of capital into the real estate field 
was an instigating factor in the marked overbuilding during the 
decade of the twenties. This led to a decline in revenue from 
property and a consequent fall in real estate values. These 
adverse factors, of course, were intensified by the depression. 
Thus there has been a decided drop in price of a large propor- 
tion of real estate securities. In fact a large percentage of such 
issues are more or less in distress. 

Volume of Building. — Construction contracts awarded, as 
a measure of the quantity of building in the United States, 
including residential and non-residential, are shown in Table LIV. 

TABLE LIV 

CONSTRUCTION CONTRACTS AWARDED IN THE UNITED 
STATES, 1913-1932 a 
(000 omitted) 


Year All Building Residential Commercial 

1913 $ 857,700 

1919 2,579,881 $ 849,206 

1921 2,360,189 877,870 $338,028 

1926 6,380,900 2,671,100 920,900 

1929 5,750,800 1,915,700 929,200 

1932 1,351,200 280,100 122,700 


a F. W. Dodge Corporation. For 37 States, including small towns and 
rural districts. Prior to May, 1921, 25 states; 1921, 27 states. 

The volume of building was very low during the war period, 
particularly in 1918. By 1919 there was a serious shortage of 
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buildings and construction began but was interrupted by the 
depression of 1920-1921. Following this period there was a 
decided demand for construction. The favorable factors giving 
rise to the increased building activity were a shortage of build- 
ings, a comparatively small indebtedness, and rising business 
activity. For the next decade building was very active, resulting 
in an average expenditure during the years 1921 to 1930 of over 
$5,000,000,000 annually. Since 1929 there has been a drastic 
decline in building activity, extending to April, 1933. There has 
been considerable recovery, however, in the volume of construc- 
tion contracts awarded since April, 1933. 

National Income, Urban Population and Bolding. — The 
rate of growth of building compared with the national income 
and urban population is set forth in Table LV. 

TABLE LV 

TREND OF BUILDING, URBAN POPULATION AND 
NATIONAL INCOME, 1913-1932 
(000,000 omitted) 


Building 

Contracts Urban National 
Year Awarded a Population b Income® 

1913 $ 858 45 $34,400* 

1921 2,360 55 54,600 d 

1929 5,751 68 81,136 

1932 1,351 71 48,894 


a F. W. Dodge Corporation. See Table LIV. 
b Bureau of the Census. Inter-census years are estimated. 
c Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, National Income , 1929-1932. 

d National Industrial Conference Board. 

Building was relatively slow from 1913 to 1921. For the 
same period the national income shows a large gain but if it is 
expressed in terms of 1913 dollars it really decreases slightly. 
On the other hand, urban population increased 22 per cent. From 
1921 to 1929 building increased a great deal faster than national 
income or urban population. 

Urban Mortgage Debt. — A picture of the urban real estate 
debt in the United States and the sources of funds is shown in 
Table LVI on page 236, 

These figures cover the various fields for which fairly accurate 
data are available, but they do not include all the urban mort- 
gages and real estate securities. They do not, for instance, 
include the urban real estate obligations held by trust institutions 
as trustees. A conservative figure would certainly show billions 
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TABLE LVI 

URBAN REAL ESTATE DEBT OUTSTANDING IN THE 
UNITED STATES, 1932 


(000,000 omitted) 

Source of Funds 1932 

Building and Loan Association 3 - $ 7,745 

Life Insurance Companies 15 5,708 

Mutual Savings Banks c 5,884 

Other Banks 0 3,550 

National Banks as Trustee 0 672 

Real Estate Bonds d 5,000 

Title and Mortgage Guarantee Companies® 462 

Total $29,021 


a United States Building and Loan League. 

b Calculated from Proceedings of the TncrivSc-'crih Annual Conven- 
tion of the Association of Life Insurance I* res id, r:s, New York, (1933). 
c Annual Report of the Comptroller of the Curm.'j, 1932. 
d See Annual Proceedings of the Investment Bankers Association. 
e Clark, Evans, The Internal Debts of the United States , (1933). 

of such investments in the personal trust department of these 
institutions. Individuals as trustee likewise administer huge sums 
and are undoubtedly large holders of such investments. Further, 
the data do not include the urban real estate obligations in the 
portfolios of many other types of institutions, and individual 
investors. If these additional holdings were added to those listed 
in Table LVI the writer believes the aggregate would exceed 
$40 billion for the years 1929-1933. 

Urban Real Estate Debts, Value of Urban Real Estate 
and Rents. — The significant thing about debts is not altogether 
their size, but rather their relation to the assets and income of 
the debtors who created the debts. These relationships are 
shown, in so far as the data permit, in Table LVII. 

TABLE LVII 

URBAN REAL ESTATE DEBTS, VALUE OF URBAN REAL 
ESTATE AND RENTS, 1913-1932 
(000,000 omitted) 


Urban Value of Urban 

Real Real Estate 1 * Residential 

Estate Profit Rents® 

Year Debts a Bearing Total (1913—100) 

1913 $ 5,170 $16,500 $ 48,700 100 

1921 ..... 9,100 36,600 79,100 159 

1929 27,980 86,300 157,000 154 

1932 29,021 43,100 78,500 127 


a See Table LVI for references. Figures for 1913, 1921 and 1929 esti- 
mated by the writer. 

b Doane, Robert R., Measurement , of American Wealth , (1933), pp. 11, 
15. The difference between profit bearing and total represents non-profit 
bearing urban real estate. 

c United States Bureau of Labor Statistics. 
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The value and stability of urban real estate obligations are 
dependent upon the value and income of the undertying realty. 
The real estate must earn sufficient gross revenue to cover opera- 
tion, maintenance, taxes, interest, and amortization. The ability 
to do this is predicated upon business conditions, for income and 
the number of vacancies are closely related to business activity. 
If business is poor incomes of all kinds are reduced and vacancies 
multiply. In consequence earnings of realty go down. Since 
1929 our national income has been reduced about 40 per cent; 
rents have been drastically reduced; vacancies have greatly 
increased; and the value of urban real estate has shown a large 
decrease. While the trend of these factors was adverse to real 
estate the urban real estate debt has not changed appreciably in 
amount. Thus, there has been a substantial weakening of the 
underpinning of real estate obligations. 7 

Costs of Operating Real Estate Property . 8 — We do not 
have satisfactory data regarding the costs of operating the prop- 
erty which secure real estate obligations. These costs are com- 
prised of maintenance, wages, interest, amortization, and taxes. 
It has been estimated that wages comprise roughly 35 per cent 
of the total revenue; interest and amortization take about 30 
per cent; taxes receive 25 per cent; and maintenance receives 
10 per cent. 9 In general, the available data do not show any 
appreciable reduction in the costs of operating real estate. Inter- 
est charges and amortization are relatively fixed charges that 
remain practically as heavy as they were in 1929. Taxes are 
also a fixed charge and have not been appreciably reduced. 10 
Maintenance and wages have come down, but not sufficiently to 
make up the loss in income. 

The Breakdown of Real Estate Obligations. — Business 
conditions broke down real estate values to a lower level each 
year from 1929 to 1933. In consequence there has been a general 
collapse in the whole real estate field. Although there are no 
definite data on the question of real estate defaults and fore- 
closures as a total, “it is estimated that approximately 60% of 
the outstanding real estate bond issues are more or less in dis- 
tress.” 11 “In the Chicago area there are thousands of real estate 

7 Investment Bankers Association, Report of Real Estate Securities 
Committee, 1931, p. 130. 

8 See Investment Bankers Association, Report of Real Estate Securities 
Committee, various years. 

9 Clark, Evans, The Internal Debts of the United States , (1933), p. 84. 

10 Rightor, C. E., “Tax Burden Lightens,” National Municipal Review , 

Dec., 1932. 

11 Investment Bankers Association, Report of Real Estate Securities 
Committee, 1931, p. 130. 
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bond issues in foreclosure aggregating approximately one billion 
dollars.” 12 

A survey made by the Federal Home Loan Bank Board of 
123 savings banks and sixty-three insurance companies showed 
the following results relative to mortgages in arrears on interest 
payments as of January 1, 1933. 


Urban Home Apartment BrnMirpr 
Mortgages ' i 'v: Dis- 
savings Banks 12.1% 22.2% 

Insurance Companies 13.8 28.5 

These figures take on added significance when we consider the 
volume of urban home mortgages in the United States. The 
Federal Home Loan Bank Board estimated this volume at $21,- 
450,000 in 1932. If we allow an average rate of delinquency 
on home mortgages of 15 per cent to 20 per cent of all outstand- 
ing mortgages there were roughly $3,000,000,000 or $4,000,000,- 
000 worth of home mortgages in arrears at that time. If these 
conditions prevail throughout the field of urban real estate obli- 
gations, and the specific data from many sources warrant such 
an assumption, the investors in these obligations have incurred 
severe losses or their portfolios have greatly depreciated. 

Rules of Life Insurance Companies. — The drastic changes 
that have taken place in the status of real estate loans have led 
life insurance companies to adopt certain guiding principles in 
the making of such investments, which may be summarized 
thus : 

1. Preference in lending to home owners and resident managers 
of apartments, well located and of standard construction. 

2. Closer limits regarding locations and neighborhoods. 

3. More inquiry into moral risks involved — personal and busi- 
ness reputations of borrowers will be considered. 

4. General revision of valuations, partly because of lower costs 
of building materials, and because of rent recessions in some 
classes of property. 

5. More inquiry into structural character of buildings. 

6. Insistence on prompt tax payments, 

7. Insistence upon reduction of principal of loans, preferably 
monthly, but at least semi-annually. Not absurdly heavy 
amortization, but reasonable and regular payments. 

8. Constant supervision of payment of interest, principal, taxes, 
and insurance. 


12 Ibid., 1932, p. 118. 
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Legal Safeguards . 13 — Legal safeguards about mortgage 
loans intended for the investment of trust assets vary widely 
among different states. Just a brief note of the statutes of a 
few states on this subject reveals interesting situations. Some 
states have weak standards or none while others have taken 
steps to improve the quality of real estate obligations selected 
for trusts. If there are limitations laid down, from SO to 60 
per cent of the value of the property is the common standard. 
Forty per cent may be the standard under certain conditions. 

Maine sanctions investment in “guaranteed” mortgages and 
mortgage bond issues of strong companies, but forbids mortgage 
loans to churches, factories, garages, clubs, hotels, theaters, and 
other special purpose real estate. Vermont permits mortgage 
loans on quarries, timberland, and industrial plants within speci- 
fied limits. Savings banks in Rhode Island and New Hampshire 
must revalue all their mortgage loans at least every five years; 
if the property falls below r 70 per cent of the former appraisal 
they must reduce the loan. Real estate obligations, other than 
first mortgages, are approved investment for trust assets in New 
Jersey and Minnesota. Only a small number of states have 
specified the ability to pay interest as a requirement for such 
loans. 

Florida provides that at no time shall more than 40 per cent 
of trust assets be invested in mortgages, and the loan must not 
exceed SO per cent of the actual value of the propery. Tennessee 
requires appraisals of properties to be made by licensed real 
estate appraisers or qualified officers of the trust institution. In 
Texas, in order for a loan to be legal for trust assets an attorney 
must pass upon all the papers. Such loans are proper in West 
Virginia provided they do not exceed 80 per cent of the assessed 
value of the property. Oregon has recently provided that no 
loan on real estate, plus taxes not due and bonded indebtedness 
for public improvements not due, shall exceed 50 per cent of the 
actual cash market value of the property. Illinois and South 
Carolina permit the investment of trust assets in mortgages in 
any state of the Union. 

In view of the existing conditions in the real estate obligation 
field there is a real need for greater care in the selection and 
administration of real estate loans for trust funds. It is impor- 
tant that more adequate and intelligent safeguards be laid down 
regarding the selection of such investments. A discussion of 
these factors, however, is beyond the scope of this book. 

13 Reilly, E. J., “Real Estate Obligations as Legal Investments for 
Trust Funds,” Trust Companies , Vol. 54 (April 1932), p. 473. 



Chapter XVII 

TRUST INVESTMENTS IN THE CORPORATE 
FIELD— RAILROADS 

T O judge by the percentage held in the 196 trusts, corporate 
securities compose the major proportion of trust invest- 
ment. The extent to which trust investments depend upon 
corporate enterprises is shown in Table LVIII. 


TABLE LVIII 


THE PROPORTION OF THE TRUST PRINCIPAL OF 196 
TRUSTS INVESTED IN CORPORATE ENTERPRISES, 


Year 

mm 

1919-1932 

Per 

cent Year 

...56.4 1926 

Per 

cent 

51.9 

iyiy 

i o9A 

55.2 1927 

52.2 

lyzu 

1091 

...54.7 1928 

53.0 

lyzi 

1099 

..55.2 1929 

55.2 

1 yLl 

1 091 

..55.8 1930 

54.9 

iyc.6 

109/1 

55.6 1931 

53.8 



1925 

53.7 1932 

53.4 


Over one-half of the trust principal was invested in the cor- 
porate field. The average was 54.4 per cent for the fourteen 
years. The percentage in railroad securities was reduced nearly 
two-thirds ; the total in utilities showed a slight increase , the P ro " 
portion in industrial obligations was substantially increased , and 
the amount in bank and finance securities remained about the 

same. . . , 

The proportion of the trust property invested m the indus- 
trial field was nearly as great as the combined total of railroad 
and public utility securities, taking the average for the fourteen 
years. For each year, 1929 to 1932, industrial securities com- 
prised over 50 per cent of the aggregate investment in corporate 
enterprises. 

Stocks comprised 73 per cent of the total investment in cor- 
porate enterprises, common stocks alone amounting to 61 per 
cent. Industrial common stocks as an average for the fourteen 
years composed 33 per cent of the aggregate corporate investment. 

240 
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RAILROAD SECURITIES 

Railroad Obligations in Trust Portfolios. — Trust insti- 
tutions today are particularly interested In the railroad field 
because a significant portion of their trust assets are invested in 
railroad obligations. Although the proportion of investment in 
this class of securities has been steadily declining in recent years, 
according to the data of 196 trusts, the amount so invested is still 
large. No accurate figures are available for trust institutions as 
a whole, but some idea of the extent of rail securities held by 
them may be gained from our data on the holdings of trust insti- 
tutions in five leading cities. These data are set forth in 
Table LIX. 


TABLE LIX 

THE PROPORTION OF THE PRINCIPAL OF 196 TRUSTS 
INVESTED IN RAILROAD SECURITIES, 1919-19 32 




Preferred 

Common 


Year 

Bonds 

Stock 

Stock 

Total 

1919 

9.1% 

2.7% 

10.1% 

21.9% 

1920 

8.8 

2.6 

9.9 

21.3 

1921 

8.4 

2.6 

8.5 

19.5 

1922 

8.5 

2.4 

7.8 

18.7 

1923 

8.0 

2.3 

7.2 

17.5 

1924 

8.2 

2.2 

6.8 

17.2 

1925 

8.0 

2.1 

6.7 

16.8 

1926 

8.0 

2.1 

6.4 

16.5 

1927 

8.1 

1.8 

6.4 

16.3 

1928 

7.6 

1.4 

4.8 

13.8 

1929 

6.0 

1.3 

2.7 

10.0 

1930 

5.6 

1.3 

2.5 

9.4 

1931 

5.4 

0.7 

1.8 

7.9 

1932 

5.1 

0.7 

1.7 

7.5 


Railroad bonds have long been regarded as among the prime 
investments for trustees. Trust literature is replete with praise 
for them. Recently it was advocated that underlying railroad 
bonds might well comprise 20 per cent of the principal of a trust. 
In view of these ideas what has been the practice of trust institu- 
tions with regard to investing in railroad securities ? 

Policy of Trust Institutions. — In the 196 trusts as a com- 
posite the investment in rails increased during the period from 
the inventory to 1919. The increase was primarily in railroad 
bonds. Throughout the period 1919 to 1932 the trust institu- 
tions followed the policy of decreasing the proportion in railroad 
obligations, both bonds and stocks. Thus, from 1919 to 1932 
there was a decrease from 21.9 per cent to 7,5 per cent. Even 
the proportion in bonds was reduced nearly one-half. 
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Although the percentage allocated to rails was drastically 
reduced, the number of trusts holding these securities at the end 
compared with the beginning showed a substantial increase. Of 
the 196 trusts, seventy-two held railroad bonds in the inventory 
and ninety-four at the end. The tendency was, however, that 
toward the end railroad securities comprised a smaller percentage 
of the trusts which held them. 

Since railroad bonds are legal for trust investment in these 
five states, as well as in other states, the policy followed by the 
trust institutions was a voluntary one. It indicates that railroad 
obligations as a total were the least favored of any field, except 
finance. Even during the period of the twenties when railroads 
were showing substantial earnings the bond holdings were being 
reduced. Apparently the practice was merely to reduce the pro- 
portion of the principal in railroad securities irrespective of the 
trend in economic conditions. 

Policy of Life Insurance Companies. — Although the prin- 
cipal legal reserve life insurance companies have invested a larger 
percentage of their assets in railroad securities than is indicated 
for trust institutions, the percentage so invested has been con- 
stantly reduced. In 1906, 34.8 per cent of their assets were 
invested in railroad bonds and stocks; in 1921, the proportion 
was 22.9 per cent; in 1929 it was 17.7 per cent; and in 1932 it 
amounted to 15.6 per cent. 1 Of the new investments made 
during 1930, 10 per cent were in railroad bonds and stocks; in 
1931, 10.4 per cent; and in 1932, 1 per cent. 

To gain some conception of the problems confronting trust 
institutions in the railroad field, we must study the trend of rail 
earnings and appraise in some measure the general factors affect- 
ing railroad credit. 

Railroad Investment, Capitalization and Borrowed 
Funds. — In Table LX, on page 243, is shown the total property 
investment of all railways, total railway capitalization, and total 
funded debt. 

Through the period covering the major development of our 
railroads the principal part of railway capital has been supplied 
by the bond buyer. This practice has resulted in the capital struc- 
ture of the railway system being made up predominately of 
funded debt. The ratio of funded debt to total capitalization has 
not been below 50 per cent since 1900. It has not been under 
55 per cent since 1910 and from 1920 to 1932 it has consistently 
exceeded 58 per cent. 

1 Proceedings of the Twenty-Sixth Annual Convention of the Associa- 
tion of Life Insurance Presidents , (1932), p. 108. 
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TABLE LX 

RAILWAY PROPERTY INVESTMENT, CAPITALIZATION, 
AND DEBT, 19104932* 

(000,000 omitted) 

1910 1916 1921 1926 1929 1932 

Railway Investment. . .$14,558 $17,843 $20,329 $23,881 $25,465 $26,087 
Total Capitalization*... 18,417 21,049 22,292 23,677 23,983 24,837 

Total Funded Debt 


Outstanding 10,303 12,000 13,216 14,192 14,065 14,723 

Ratio to Total Capi- 
talization 56.0 57.0 59.2 59.8 58.6 59.3 

Net Capitalization 0 14,376 16,333 17,083 18,234 18,680 18,894 

Net Funded Debt 8,817 9,917 10,409 11,404 11,467 11,836 

Ratio to Net Capital- 
ization 61.3 60.7 60.9 62.5 61.4 62.6 


a Interstate Commerce Commission, Statistics of Railways in the United 
States. AH roads. Data for 1910 ended June 30. 

b Securities actually outstanding, “nominally issued,” and “nominally 
outstanding.” 

c Total outstanding securities exclusive of those held by railways. 

During the decade from 1900 to 1910 railway common stocks 
had risen to a stronger position than they had previously held 
and in consequence additional issues were floated aggregating 
$2,200,000,000, an increase of about 48 per cent during the decade. 
During the whole period from 1910 to 1932 common stocks 
increased only $1,300,000,000, or less than 20 per cent. On the 
other hand funded debt not only doubled in the decade 1900 to 
1910, but it also continued to increase through the subsequent 
period, rising nearly 40 per cent from 1910 to 1932. 

In the twelve year period 1920-1931, Class I railways issued 
new securities aggregating $10,102,000,000. Of this total $7,859,- 
000,000, or 77. 8 per cent, represented funded debt and $2,243,- 
000,000 or 22.2 per cent, represented stock. The proportion in 
stock varied from 4 per cent in 1920 to 33.6 per cent in 1927. 

During the period 1920-1932 there was an increase in the 
total capitalization of railways of nearly $2,500,000,000. In the 
same period the railroads added about $6,000,000,000, or approxi- 
mately 30 per cent, to their investment in physical assets. 

This trend of development is a significant feature of railway 
finance. Undoubtedly it reflects the relative unattractiveness of 
railroad common stocks as contrasted with this type of investment 
in other fields. Further, it has resulted in a disproportionately 
large funded debt, entailing a burden of interest charges of nearly 
$600,000,000 annually in recent years. To realize the full import 
of these trends we should observe other factors in the railroad 
situation. 
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Trend in Traffic. — There was an increase of nearly 86 per 
cent in revenue ton-miles in the decade 1890-1900. From 1900 
to 1910 the increase was 80 per cent ; from 1910 to 1920, 62 per 
cent; and from 1920 to 1929 the increase was only 9 per cent. 
Each decade from 1890 showed a smaller percentage growth, 
compared with the preceding one, in revenue ton-miles of 
freight. 

Passenger miles increased 35 per cent in the period 1890 to 
1900; 102 per cent for the years 1900 to 1910; 47 per cent from 
1910 to 1920; from 1920 to 1929 there was a decrease of 34 per 
cent. Passenger miles showed a large increase until 1910 but 
thereafter a heavy decrease. 

Railway traffic statistics for various years, 1911 to 1933, are 
shown in Table LXI. 

TABLE LXI 

RAILWAY TRAFFIC STATISTICS, 1911-1933* 


Revenue Revenue Revenue 

Carloadings Ton-miles Passenger-miles 

Year (000 omitted) (000,000 omitted) (000,000 omitted) 

1911 249,843 32,371 

1916 362,444 34,586 

1920 45,118 410,306 46,849 

1925 51,224 413,814 35,950 

1929 52,828 447,322 31,074 

1931 37,151 309,225 21,894 

1933 28,961 249,779 16,345 


a Interstate Commerce Commission. Class I railways. 

There was only a small increase in railway traffic during the 
decade of the twenties. In the period 1920-1929 revenue ton- 
miles increased only 8 per cent over the preceding ten years 
while revenue passenger-miles decreased 34.2 per cent. Carload- 
ing in 1933 decreased 44.4 per cent below the five-year average, 
1925-1929. The 1933 figure, however, represented a gain of 2.8 
per cent over 1932. Revenue ton-miles in 1933 decreased 42.4 
per cent compared with the five-year average, 1925-1929, but 
gained 6.8 per cent over 1932. Passenger-miles in 1933 dropped 
51.3 per cent below the five-year average of 1925-1929 and 3.7 
per cent below 1932. 

The traffic statistics confirm certain broad facts which are 
generally well understood. The freight movement was compara- 
tively high in the period 1916-1920, reaching a peak in 1920. 
After the severe reactions in 1921 and the 1922 strikes it rose 
rapidly with the boom in general business. The peak reached 
in the forepart of 1923 was exceeded only by those of late 1926 
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and early 1929. The recessions in basic industry in 1923-1924 
and in 1927 brought a severe contraction in freight traffic in 1924 
and in 1927 but that in the latter year was far less noticeable. 

The freight movement after the 1929 boom steadily declined 
until the middle of 1932. There was no substantial tendency 
toward stabilization or actual improvement until the summer of 
1932. There was a moderate recovery in freight traffic during the 
second half of 1932 but those gains were quickly lost in the first 
quarter of 1933. With the revival in general business in mid- 
March, 1933, the freight traffic record has been distinctly better, 
showing a substantial gain for the year ending in the first quarter 
of 1934. Undoubtedly freight traffic will show a vigorous recov- 
ery in 1934 if general business maintains its improvement. 

Revenue per Traffic Unit. — Changes in railway rates 
naturally affect the course of railway earnings. The figures for 
freight revenue per ton-mile, and passenger revenue per passen- 
ger-mile are set forth in Table LXII. 


TABLE LXII 


AVERAGE 

REVENUE PER TON-MILE AND 

PASSENGER- 


MILE, 1911-1933® 


Year 

1911 

Revenue per 
Ton-mile 
(cents) 

0 743 

Revenue per 
Passenger-mile 
(cents) 
1.964 
2.548 

3.086 

3.018 

2.938 

2.896 

2.808 

2.513 

2.013 

1919 

6 987 

1921 

1 275 

1923 

. . . 1 H6 

1925 

1927 

1929 

1.097 

1 076 

1931 

1933 ....... 



4 Interstate Commerce Commission. 


There has been a constant reduction in revenue per traffic 
unit since 1921. The reduction for the twelve year period was 
21.8 per cent in average revenue per freight ton-mile, and 34.8 
per cent in average revenue per passenger-mile. 

A portion of the decline shown in Table LXII with reference 
to freight rates is the result of a change in the character of the 
traffic carried. The decline in average revenue per passenger- 
mile is due in part to the relatively increasing percentage of com- 
mutation traffic. 

Railway Earnings. — T he financial results of railroad opera- 
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tion for the various years from 1910 to 1932 are shown in 
Table LXIII. 

TABLE LXIII 


FINANCIAL RESULTS OF RAILWAY 


Net 


Year 

Total 

Operating 

Revenues 

(000,000 

omitted) 

Railway 

Operating 

Income 

(000,000 

omitted) 

Gross 

Income 

(000,000 

omitted) 

1910 ... 

... $2,751 

$ 928 

$1,180 

1916 . . 

. . . 3,597 

1,040 

1,253 

1921 .. 

... 5,517 

601 

976 

1926 .. 

. . . 6,383 

1,213 

1,511 

1929 .. 

... 6,280 

1,252 

1,612 

1931 .. 

. . . 4,188 

526 

832 

1932 . . 

.... 3,127 

326 

551 


OPERATION, 1910-1932* 


Fixed 

Times 

Divi- 
dends — 
Per cent 
on all 

Charges 

Fixed 

Stocks 

(000,000 

Charges 

Out- 

omitted) 

Earned 

standing 

$ 511 

2.30 

5.00 

623 

2.01 

4.19 

662 

1.47 

5.13 

702 

2.15 

5.06 

715 

2.25 

5.70 

696 

1.19 

4.01 

690 

0.80 

1.50 


* Interstate Commerce Commission. Class I railways. 


Railway revenues fluctuated violently in the post war period, 
1919-1921, due to business irregularities, strikes and rate changes. 
Although gross revenue was high in 1920, net was at an exceed- 
ingly low level. The year 1921 marks the period in which a 
considerable advance was made in railway efficiency. Although 
it was a year of severe business depression, there were many 
favorable factors such as weather conditions, reduced prices and 
the reduced burden upon the roads. Much was done to restore 
railway efficiency and to place the roads in a position to enjoy 
the advantages of the subsequent revival in general business. 

During the period 1923-1929 general business enjoyed almost 
continuous prosperity. At the same time the railway business 
was at a high level, total operating revenues averaging over 
$6,000,000,000 yearly. Railroad net income averaged approxi- 
mately $1,100,000,000 during the same years. In the years 1923- 
1929 gross revenues remained practically constant but the trend 
of net was slightly up. The improvement in net was primari y 
due to the progressive increase in railway operating efficiency. 
There were no exceptional savings in maintenance so the reduc- 
tion in expenses was made in the item labeled “transportation 
expenses.” During the same period rates and fares were being 
reduced, as noted in Table LXII. 

From mid-1929 railway earnings were irregularly downward 
until about March 1933. There was considerable revival in both 
gross and net in the latter part of 1932 but it was not sustained. 
Receding again, earnings reached early in 1933 the lowest point 
in the depression. Since then there has been substantial revival. 
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Operating revenues of Class I railroads totaled $3,095,000,000 
in 1933, compared with $3,127,000,000 in 1932, a decrease of 1 
per cent. Revenues last year were 50.8 per cent below the 1929 
level and operating expenses were 50.1 per cent below. Net 
railway operating income in 1932 was 74 per cent under 1929. 
The 1933 figure was increased to the 1931 level, or a gain of 31.3 
per cent over 1932. Railroad earnings continued to make sub- 
stantial progress through the first quarter of 1934. The revival 
in earning power will not wane unless business recedes. 

Although the total income of railways increased during the 
period 1922-1929, the actual improvement was not great because 
fixed charges also mounted. During these years interest accrued 
on funded debt increased over 350,000,000 and taxes rose over 
$90,000,000. After payment of fixed charges there was a net 
deficit from Class I railway operations in 1931, 1932, and 1933. 

Return on Investment. — Table LXIV compares the rate of 
return earned by Class I railways on their property investment 
from 1911 to 1933. 

TABLE LXIV 

RATE OF RETURN ON PROPERTY INVESTMENT, CLASS I 
RAILWAYS, 191 1-1933 a 


Year 

Per 

Per 

cent Year 

cent 

1911 

4.84 1929 

4.84 

1916 

5.90 1931 

2.00 

1921 

2.87 1932 

1.25 

1923 

4.33 1933 

1.80 

1926 

4.99 



a Interstate Commerce Commission. 


At no time since the transportation act of 1920 have the 
railways earned their so-called “fair return” of 5% per cent. 
Such figures, however, should be used with caution for they strike 
an average between all roads, the weak as well as the strong. 
There are a number of good roads which have earned a com- 
paratively high rate of return on their property investment. 

The Emergency in Railway Finance. — In the period 1920- 
1929 the gross operating revenues of Class I railways showed no 
noticeable tendency to expand. During the same period the rail- 
ways added about $6,000,000 to their property investment, which 
increased the efficiency of operation and lowered costs. At the 
same time, however, rate reductions virtually nullified the possible 
increase in net earning power. During these same years total 
railway capitalization had been expanded and funded debt was 
increased by more than $1,000, 000, OCX). 
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In face of these facts the decline in operating revenues to a 
low level for four years has placed the railways m a sad plight. 

Of the 167 Class I railroads, seventy-five failed to cover their 
fixed charges in 1931. That is, these roads not only had nothing 
left for stockholders, but in order to pay their bonded interest 
and guaranteed lease rentals they had to draw upon their cash 
balances or else borrow from the banks. In 1932 at least 112 
Class I roads failed to cover their fixed charges ; fifty-nine showed 
operating deficits, that is, they did not earn their operating 
expenses and taxes. The net deficit after fixed charges amounted 
to $152,135,000 in 1932 and to $13,801,000 in 1933. 

Thirty railway issues defaulted in 1931, with a total par value 
of $213,000,000. In 1932, thirty-seven issues defaulted with a 
total value of $202,000,000. The number of issues and the aggre- 
gate amount of defaults greatly increased in 1933. It is believed 
that fully $3,000,000,000 to $4,000,000,000 of railroad bonds were 
in default during 1933, or default was averted only through 
assistance received from such governmental sources as the Rail- 
road Credit Corporation, the Reconstruction Finance Corporation, 
and from the workings of a liberalized bankruptcy act. 

Reflecting the depressed state of the railways we find that, 
during 1931, forty-five roads representing about 5 per cent of the 
total mileage, were in receivership. At the end of 1933 there were 
twenty-five Class I railways in receiverships, or which had filed 
application for reorganization, with a total of 40,064 miles of 
line. 4 

Railroad Securities. — In the face of a poor showing over a 
prolonged period it is small wonder that the railways have been 
unable to keep up their interest and dividend payments. During 
the years 1931, 1932, and 1933 there was a wholesale omission ot 
dividends. In consequence, railway securities have fallen to 
almost unprecedented low levels. According to Dow- Jones Com- 
pany the prices of the stocks of twenty of our principal railroads 
in 1933 were far below their low price in 1897. As of March 1, 
1933, 652 railroad bonds listed on the New York Stock Exchange 
with a par value of $10,534,000,000 were currently quote at 
$5,762,000,000. This represents a depreciation of 45 per cent 
below par. 5 Junior issues had depreciated over 60 per cent in 

2 Interstate Commerce Commission. „ /icm \ n 132* 

3 Clark, Evans, The Internal Debts of the United States , (1933), p. » 
Bureau of Railway Economics, A Review of Railway Operations in 1933 , 

p. 4 ff. _ . . .. *7 

4 Supra, n. 2; Bureau of Railway Economics, op. at., p. /. 

5 New York Stock Exchange Bulletin, Vol. IV, No. 3 (March 1933), 
pp S-9. Percentage depreciation of railway bonds was more than twi 
that for all American listed bonds as of the same date. 
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1932 while the better grade issues had dropped only about 25 
per cent. 6 

A large percentage of the defaulted railway bonds have been 
junior issues. Comparatively few of the underlying lien issues 
have defaulted. 

Meeting the Railroad Emergency. — The ability of many 
roads to survive at all is open to question. That they are in a 
pitiable plight is evidenced in abundance by recent events such 
as decreased earnings, defaults, and receiverships. With the hope 
of rehabilitating railway credit a number of measures have been 
adopted such as several states granting a moratorium on their 
“legal” rail list as many of these issues were unable to meet the 
requirements laid down for legality; the authorization of tem- 
porary freight rate increases, such funds to be handled by the 
Railroad Credit Corporation as a loan fund ; a reduction in wages 
of railroad workers ; granting direct financial aid to many roads 
by the Reconstruction Finance Corporation; the creating of the 
National Transporation Committee to study the railroad problem; 
the Bankruptcy Act of 1933 ; and finally the Emergency Railroad 
Transportation Act. 

It is too early to predict the results of the attempts to relieve 
the railroad problems. In the meantime, the status of railroad 
obligations, except the better underlying lien bonds, as trust 
investments will remain in doubt. 

6 See the chart of bond prices published weekly by the New York Her- 
ald Tribune . 



Chapter XVIII 


TRUST INVESTMENTS IN THE CORPORATE 
FIELD— PUBLIC UTILITIES 

P UBLIC utility securities, practically unheard of twenty 
years ago as investment media for trusts, now occupy a 
prominent place among the lists of approved investments 
in nearly all the states. The extent of their growing popularity 
is attested by the fact that the proportion they compose of the 
total investment of trust institutions and life insurance companies 
has been steadily increasing. 

Trust Institution Investment in Utilities. — There are 
no satisfactory data showing the volume of trust assets invested 
in the public utility field. Data, however, from nineteen large 
trust institutions in five states afford an excellent sample. Table 
LXV shows the relative proportion of the trust principal of 196 
trusts invested in public utility securities for each year 1919 
to 1932. 


TABLE LXV 


THE PROPORTION OF THE PRINCIPAL OF 196 TRUSTS 
INVESTED IN PUBLIC UTILITIES, 19194932 


Year 

Bonds 

Preferred 

Stock 

Common 

Stock 

Total 

Inventory 

2.8% 

0.8% 

8.2% 

11.8% 

1919 

2.8 

0.7 

8.1 

11.6 

1920 

2.8 

0.7 

7.9 

11.4 

1921 

2.9 

0.7 

7.0 

10.6 

1922 

..3.2 

0.7 

5.9 

9.8 

1923 

3.5 

0.8 

5.4 

9.7 

1924 

4.2 

0.8 

5.3 

10.3 

1925 

4.3 

0.9 

4.2 

9.4 

1926 

4.3 

0.9 

3.8 

9.0 

1927 

4.6 

0.7 

3.6 

8.9 

1928 

5.1 

0.8 

3.8 

9.7 

1929 

6.9 

0.9 

3.7 

11.5 

1930 

7.5 

1.1 

3.2 

11.8 

1931 

7.9 

0.6 

3.4 

11.9 

1932 

8.6 

0.7 

3.2 

12.5 


Policy of Trust Institutions. — Literature in the trust field 
has been most favorable toward utility securities, especially utility 

250 
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bonds. It has been suggested that such bonds might well com- 
prise 30 per cent of a large trust account, 1 The data of 196 
trusts do not show that utility obligations were so favored by 
trust institutions. In fact the composite investment of the 196 
trusts averaged only 10.6 per cent in utilities for the fourteen 
years, 1919-1932. The proportion was constantly decreased from 
the inventory period to 1927 when the total fell to 8.9 per cent. 
From 1927 to 1932 there was a constant increase in this invest- 
ment, a high of 12.5 per cent being reached in the latter year. 
The decrease and rise in the total percentage of utilities are due 
to the trends of investment in utility bonds and utility common 
stocks. The bonds showed a substantial increase throughout 
the period studied while common stocks were materially reduced. 

In the various cities there were wide differences regarding 
investment in utilities. The Boston trusts contained the largest 
proportion in this field, holding nearly 40 per cent of the aggre- 
gate investment in these securities in 1932. New York held the 
smallest percentage in utilities of any city. There the proportion 
was reduced from 5.5 per cent in 1919 to 2.3 per cent in 1928. 
From 1928 to 1932 there was a gain, the investment rising to 
over 4 per cent in 1932. The situation in New York is partially 
explained by the fact that utility bonds were not authorized 
investments for trustees until 1928. The Chicago trusts sub- 
stantially increased the percentage in utility bonds but reduced 
the holdings in utility common stocks. Cleveland trusts held only 
a small percentage in utility bonds. The holdings in utility com- 
mon stock were not large in 1919, but even so, they were reduced. 
St. Louis trusts increased the proportion in both utility bonds 
and common stock, although the aggregate so invested was rela- 
tively small. 

It is interesting to note that the trusts less than $500,000 in 
size carried fully as large a percentage of their investment in 
utilities as did the trusts of $500,000 or larger. 

The number of individual trusts holding utility bonds rose 
from fifty-two in the inventory to eighty-eight in the last year 
for which data were collected. The number investing in utility 
preferred stocks also increased, rising from forty-three in the 
inventory to sixty-one in the last year. The number of holding 
common stocks decreased by five. Not only did a larger number 
of trusts select utility bonds in the end period as compared with 
the inventory but the tendency was also clearly evident that in- 

1 Evans, Arthur H., “Trust Investments and Policies,” Proceedings 
Eleventh Pacific Coast and Rocky Mountain Trust Conference , Oct. 26-27, 
1933, p. 67. 
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dividual trusts invested a larger percentage of the principal in 
these obligations, as shown in Table XXVII on page 184. 

Policy of Life Insurance Companies. — The proportion of 
the investment of fif ty~two legal reserve life insurance companies 
in public utility securities (almost entirely in bonds) was reduced 
from 4.7 per cent in 1906 to 3 per cent in 1921. From 1921 to 
1932 the percentage so invested was increased, becoming 9.6 in 
the latter year. This does not indicate a pronounced favoring 
of utility investments. Of the new investments made during 
1930 15.9 per cent were in public utility bonds and stocks. In 
193l’ the proportion was 21.4 per cent; in 1932 it was only 10.1 
per cent. 

The Public Utility Field— Public utility investments com- 
prise a multitude of securities, bonds and stocks of^ numerous 
kinds, representing electric light and power, electric railway, tele- 
phone, telegraph, gas, and water companies. Although the public 
utility industry is comparatively new it has grown tremendously 
during recent years, in sharp contrast to the almost static con- 
dition of the railroads. The development of utilities has been 
attendant upon the growth of urban population, which has in- 
creased at an accelerated pace. In consequence the utility industry 
developed to supply the needs of these people and the businesses 
of these areas until today it occupies a significant place m our 
industrial and social life. 

The electric light and power industry has grown more rapidly 
than any other utility group. The telephone group has developed 
second most rapidly. The electric railways, however, have de- 
clined. Even prior to the depression they had declined sub- 
stantially from their pre-war peak. 

The favorable showing of utilities for more than a decade 
has made the utility industry a favorable field in which to invest 
capital. In general, the risk has been comparatively low, there- 
fore the price paid for capital has not been high. Today utilities 
can probably secure capital at a lower price than can any other 
industry. 2 Of course the situation has been perturbed during 
recent years due to the demoralization of the securities^ market 
and business in general. Not all phases of the utility industry 
have shown substantial progress, as for example the electric rail- 
ways. Hence, the electric railways have not been able to secure 

capital so favorably. ^ . . 

Utility Services. — The development of utility services is 

set forth in Table LX VI. 


2 Moody’s Public Utilities give ample data on this point. 
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TABLE LXVI 

DEVELOPMENT OF PUBLIC UTILITY SERVICES, 1912-1932* 


(Thousands) 

1932 1927 1922 1912 

Kilowatt-hours Gen- 
erated .. 79,657,467 74,687,000 40,292,000 11,569,000 

Number of Electric 
Light and Power 

Customers 23,862 21,786 12,710 3,838 

Number of Tele- 
phones 17,424 18,523 14,347 8,730 

Revenue Car-miles. , 1,690,000 2,163,773 2,124,523 1,921,620 

Cubic Feet of Gas 

Sold b 1,890,208,000 ........ 


• Bureau of the Census. 

b Data on natural gas from Bureau of Mines; for manufactured gas, 
from American Gas Association. 

These are significant growth data which give a cross section 
of the industry at various periods. The percentage changes dur- 
ing the period will show the striking growth of the different 
groups. Kilowatt-hours generated in 1932 show nearly a 600 
per cent increase over 1912 and almost a 100 per cent gain over 
1922. The number of electric light and power customers show 
a similar increase for the same periods. The increase in the 
number of telephones is not so pronounced. From 1912 to 1932 
there was an increase of about 100 per cent, but from 1922 to 
1932 the gain was only about 22 per cent. On the other hand 
the revenue car-miles showed a decrease in 1932 compared to 
1912. Very little increase has been shown in the electric railway 
industry since 1922. All the utility services show a decrease in 
1932 compared to the peak of services in the nineteen twenties. 
But the decrease has not been so pronounced as in the industrial 
or railroad field. In truth the utility services have held up better 
than any other major field. 

Plant Investment and Capitalization. — The plant invest- 
ment and capitalization for the different utility groups, as of 
December 31, 1932, is set forth in Table LXVII, on page 254. 

The total value of plant and equipment of all utilities in 1902 
was $3,364,000,000, in 1912 it was $8,194,000,000 and in 1922 
it was $11,980,000,000. From 1922 to 1932 the capital invest- 
ment was increased by about $14,000,000,000, or approximately 
123 per cent. 

The capital invested in the electric light and power industry 
has shown a more pronounced growth than in any utility group. 
It increased from $505,000,000 in 1902 to $2,176,000,000 in 1912, 
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TABLE LX VI I 

PUBLIC UTILITY INVESTMENT AND CAPITALIZATION, 

1932 a 

(000,000 omitted) 


Capitalization 


Utility Group 

Plant 

Funded 

Preferred 

Common 


Investment 

Debt 

Stock 

Stock 

Total 

Electric Light 






and Power. . . . 

. .$12,664 

$ 5,886 

$2,299 

$3,596 

$11,781 

Telephone 

Telegraph 

.. 4,7921 
. . 506 3 

1,464 

294 

2,849 

4,607 

Electric Railways . 4,000 

1,983 

301 

1,800 

4,084 

Gas 

. . 3,000 

1,025 

306 

1,390 

2,721 

Water 

.. 750 

505 

89 

238 

732 

Total 

..$25,712 

$10,863 

$3,289 

$9,873 

$23,925 


* Bureau of Foreign and Domestic Commerce, National Income , 1929 - 
32; Bureau of the Census, Census of Electrical Industries : 1932; Statis- 
tical Abstract of the United States , 1933; Interstate Commerce 
Commission, Statistics of Railways , 1933; publications and data from 
Edison Electric Institute, Transit Association, American Gas Association, 
American Water Works Association, American Telephone and Telegraph 
Company, Commercial and Financial Chronicle. Capitalization figures, 
except for electric light and power, are for 1931. 

and to $4,465,000,000 in 1922. The decade 1923-1932 saw a 
further growth of $8,200,000,000 in this industry, making the 
aggregate $12,664,000,000. This group comprises about 50 per 
cent of the total utility industry as shown in Table LXVII. In 
1902 it was less than 15 per cent of the total but by 1912 it had 
grown to 27 per cent of the aggregate. The telephone industry 
also grew rapidly, rising from a capital investment of $389,000,- 
000 in 1902, to $1,081,000,000 in 1912, and to $2,130,000,000 in 
1922. From 1922 to 1932 the plant investment was more than 
doubled. The electric railways increased their investment from 
$2,308,000,000 in 1902 to $4,715,000,000 in 1912 and to $5,058,- 
000,000 in 1922. Since that time retrogression has marked this 
industry. The telegraph and cable group has shown a steady 
but very moderate growth. 

In general, capitalization in the public utility industries has 
been considered fairly conservative, or well within property 
values. This also holds true for the relation of long-term debts 
to total plant investment or capitalization. In 1931-1932 total 
capitalization amounted to 93 per cent of the plant investment. 
Funded debt comprised 46 per cent of the total capitalization. 

For the electric light and power industry total capitalization 
was 93 per cent of plant investment as of 1932. Funded debt 
comprised 50 per cent of total capitalization. Telephone companies 



Trust Investments in Public Utilities 


255 


had the smallest funded debt relative to capitalization and electric 
railways had the highest. The capitalization of the telephone 
industry was about 80 per cent of plant investment while the 
capitalization of the electric railways was 102 per cent. 

In a group of electric light, gas, and telephone and telegraph 
industries comprising thirty-one companies, 3 having a total 
invested capital of $14,736,000,000, capitalization, including 
funded and long-term debt, preferred stock, and common stock 
and surplus, amounted to $14,493,000,000 or 98.3 per cent. 
Funded debt comprised 57.4 per cent of total capitalization. In 
the group there were ten operating companies with an invested 
capital of $3,730,000,000 and a capitalization of $3,597,000,000. 
Funded debt amounted to $1,621,000,000, or 45.1 per cent of total 
capitalization. For the sixteen holding companies, having an 
invested capital of $9,535,000,000 funded debt comprised $6,158,- 
000,000, or 65.2 per cent of a capitalization aggregating 
$9,439,000,000. 

In the Bell Telephone System the telephone plant amounts 
to $4,189,000,000 and capitalization equals $3,155,000,000 as of 
December 31, 1932. Funded debt comprised 33.1 per cent of 
total capitalization. 4 

It should be noted that individual companies show wide dif- 
ferences in the pattern of their capital structure. 

Trends in Financing. — Public utility financing in the decade 
of 1920-1929 showed an aggregate of $18,161,000,000 which was 
divided among different types of securities as follows: Bonds, 
$10,305,000,000; notes, $1,172,000,000; and stocks, $6,684,000,- 
000. 5 Until about 1928 the general practice in the electric light 
and power industry was to finance properties primarily by first 
mortgage bonds. Due to the nature and stability of the industry 
properties were frequently mortgaged up to 70 or 75 per cent of 
their value. Initially the closed mortgage was used but this type 
of financing was ill-adopted to supply the needs of such an indus- 
try. The problem was largely solved in the employment of the 
open-end first and refunding mortgage bond. More recently a 
great deal of the capital acquired came from the sale of these 
bonds. As a means of financing this industry, debenture bonds 
and notes have also been fairly prominent, especially during the 
twenties. A goodly portion of the remaining capital for the 
electric light and power industry has been raised through the 


3 Standard Statistics Company, Inc., Standard Earnings Bulletin , July 
20, 1933, p. 4. 

4 American Telephone and Telegraph Company, Annual Report , 1932. 

5 Dow-Jones compilation. 
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sale of stock, primarily common stock. In the decade 1922-1932 
preferred stock came into greater use. 

With the growing demand for equity securities electric light 
and power companies turned primarily to stock financing in 1928- 
1929. For these years, the first time in the history of the indus- 
try, stocks accounted for over 50 per cent of the capital raised. 
Since the demoralization of the stock market in 1929, bonds have 
again been resorted to as the basic means of financing. Financing 
for the years 1929-1932 was as follows, in millions: 6 



1929 

1930 

1931 

1932 

Mortgage Bonds 

Debentures 

Notes 

$ 216 

292 

15 

$ 477 
378 
260 

$ 786 
135 
163 

$293 

30 

79 

Preferred Stock 

Common Stock 

Local Sales 

Total 

286 

506 

153 

$1,469 

179 

159 

139 

$1,592 

92 

166 

150 

$1,492 

47 

’is 

$467 


The telephone industry has been financed primarily through 
the sale of common stock or by plowing back earnings into the 
business. 

At first the electric railways followed simple methods of 
finance. Their capital structure was composed largely of stock 
issues or of first mortgage bond issues. Later the consolidation 
of properties brought complications in finance. By 1912 funded 
debt comprised about 50 per cent of the total capitalization and 
by 1922 it had become 58 per cent. Since that date bonded 
indebtedness has increased to nearly 60 per cent. Even as early 
as 1912 a large proportion of the stocks in this industry were 
paying no dividends. 

Operating Revenues and Operating Ratios . 7 — Operating 
revenues of public utilities, except electric railways, have had an 
almost unbroken advance from year to year until the present 
economic disturbance. Gross operating revenues increased from 
about $1,200,000,000 in 1912 to $2,900,000,000 in 1922 and to over 
$4,500,000,000 in 1932. In the electric power and light industry 
gross operating revenues have moved almost continuously 
upward, rising from about $300,000,000 in 1912 to nearly $1,000,- 
000,000 in 1922 and to a peak of $2,140,000,000 in 1931. There 

6 Compiled from Electrical World. 

7 Compiled from Bureau of the Census, Census of Electrical Industries: 
1902, 1912, 1922, 1932; Interstate Commerce Commission; Edison Electric 
Institute; American Telephone and Telegraph Company; Transit Associa- 
tion; Electrical World . 
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was a slight recession in 1932 and 1933 but the trend is again 
upward. Even these years were considerably above 1927. 

Operating revenues in the telephone industry have also 
increased rapidly, rising from about $90,000,000 in 1902 to $250,- 
000,000 in 1912, to $666,000,000 in 1922, and to $1,062,000,000 
in 1932. The peak was reached in 1930, a decrease occurring 
since that year and extending through 1931-1933. The trend is 
again upwari, however. Revenues in 1932 were still 3.8 per 
cent above 1927. From 1922 to 1932 there was a 61.1 per cent 
increase. 

Gross operating revenues of telegraph and cable systems 
increased from $41,000,000 in 1902 to $60,400, (XX) in 1912, to 
$147,000,000 in 1922, and to $178,000,000 in 1927. The maximum 
was reached in 1929 but since then there has been a sharp drop. 
Gross revenues were $115,000,000 in 1932, a decrease of 35.4 
per cent from the 1927 figure. 

Electric railway gross operating income rose from $250,000,- 
000 in 1902 to $568,000,000 in 1912 and to $1,017,000,000 in 
1922. After 1922 there was a decrease, the total being only 
$566,000,000 in 1932, 43.9 per cent below 1922. 

Operating expenses have shown an upward trend similar to 
gross operating revenues. The percentage increase, however, 
was less in most groups and in consequence operating ratios were 
reduced, especially during the twenties. Operating expenses, 
excluding depreciation, taxes, and interest, in the electric light 
and power industries were 43,5 per cent of operating revenues 
in 1933. The electric railways had an operating ratio of 80.6 
per cent. For more than a decade the ratio has been rising in 
this industry. The operating ratio of the Bell Telephone System 
has been remarkably constant. In 1932 it was 70.7 per cent, in 
1922, 71 per cent and in 1917, 70 per cent. The operating ratio 
of telegraph and cable companies was about 90 per cent in 1932. 
It was 80 per cent or above for each year during the past decade. 

Net Earnings and Invested Capital.® — Net earnings of 
public utilities have been substantial for at least the past two 
decades. During the period 1912 to 1932, the percentage earned 
on invested capital for all utilities has averaged yearly from 
slightly less than 5 per cent to over 6 per cent. From 1922 to 
1931 the average was probably 6 per cent or better. 

An analysis of the income data of thirty-one utility companies 
having an aggregate invested capital of approximately $15,000,- 
000,000 showed earnings of 6.1 per cent on invested capital in 1931 


8 Supra , n. 7. 
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and 5.5 per cent in 1932. 9 These thirty-one companies represent 
a cross section of the utility industry and were composed of 
electric power, light, gas, telephone and telegraph enterprises and 
included both operating and holding companies. 

The composite income account of twenty-two utility companies 
representing invested capital of $6,700,000,000 in 1927 and 
$9,200,000,000 in 1932 had average earnings of 6.6 per cent on 
total invested capital for the six years, 1927 to 1932. In 1931 
it was 6.3 per cent and in 1932 it was 5.6 per cent. 10 

The telephone industry has had an enviable record. For the 
Bell Telephone System the percentage earned on plant investment 
has been at least 7 per cent as an average for the two decades 
1912 to 1932, In only two years during that time, 1920 and 

1932, has net earnings been less than 6 per cent on the book 
value of the telephone plant. A number of years showed earnings 
of 8 per cent or better. In 1931, 6 per cent was earned on the 
plant investment and in 1932 only 4.6 per cent. 

Net earnings in the electric light and power industry have 
been very good and have shown remarkable stability. The per- 
centage earned on invested capital has ranged from about 5 per 
cent to 8 per cent during the period 1912 to 1932. The average 
was approximately 6.5-7 per cent from 1922 to 1932. In 1932 
and 1933 the figure has been around 5.5 per cent or higher. 

Net earnings to plant investment has averaged less than 4 per 
cent in the electric railway industry since 1912. In 1932 and 
1933 it was less than 3 per cent. 

The manufactured gas industry has done well, at least for 
the years 1929-1932. Over 6 per cent has been earned on plant 
investment during this time. 

Net earnings in the telegraph and cable field represent only a 
moderate return on plant and equipment, probably not over 5 per 
cent during the twenties. Since 1929 the return on capital 
invested has been drastically reduced. 

An additional study 11 further shows the position of utilities. 
In 1929, sixty electric light, power, and gas companies earned 
10.6 per cent on net worth, (net worth including book value of 
outstanding preferred and common stock and surplus account at 
beginning of year) and in 1931 they earned 8.3 per cent. A 
similar group of eighty-five companies having a net worth of 
$5,500,000,000 earned 6.4 per cent in 1932 and 5.5 per cent in 

1933. 

* Standard Statistics Company, Inc., op. cit., p. 4. 

10 Ibid., p. 2. 

11 Data from National City Bank Bulletins. 
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While the Bell Telephone System had higher earnings in 1929 
than did the electric power, light, and gas companies, it earned 
less on net worth in 1931 to 1933. 

Twenty-one street railway companies earned only 0.3 per cent 
on net worth in 1932 and 0.2 per cent in 1933. Net profits 
decreased 51.7 per cent in 1933 as compared with 1932. 

Net Earnings and Interest Requirements . 12 — Earnings of 
public utilities in general, except for electric railways and utility 
holding companies, have satisfactorily covered interest require- 
ments and other fixed charges. A study of public utility debts 
shows that interest requirements were less than 50 per cent of 
net earnings in 1912, 1922, 1929, and 193 1. 13 

Thirty-one utility companies with about $15,000,000,000 
invested capital and a funded debt of $8,300,000,000 earned their 
fixed charges two times in 1931 and 1.7 times in 1932. Sixteen 
holding companies in this group, involving 60 per cent of the 
capital and having a funded and long-term debt of $6,000,000,000, 
earned their fixed charges 1.48 times in 1932. The group of 
ten operating companies with a total invested capital of $3,700,- 
000,000 and a funded debt of $1,600,000,000 covered their fixed 
charges 2.62 times in 1932. Only two of the ten companies failed 
to earn their fixed charges two times or better. 14 

Interest requirements were earned approximately four times 
as an average by the Bell Telephone System in the decade, 1922- 
1931. In 1932 interest was covered 3.5 times. 

The electric light and power industry as an average for the 
years 1922-1931 had net earnings of approximately 2.5 times 
their interest requirements. Net earnings were approximately 
2.25 times interest in 1932. 

In 1929 the manufactured gas industry had net earnings 
approximately three times interest. In 1931 it was 2.7 times and 
in 1932 slightly less. 

The status of electric railways has declined during recent 
years. Net earnings have decreased greatly, while interest 
requirements have been materially augmented. Net earnings 
have been less than 1.5 times interest requirements for more than 
a decade. Full interest charges have not been earned during the 
years, 1930-1933. In general, the bonds of this industry are in 
a precarious position. 

For the most part interest requirements in the telegraph and 
cable group were well covered until the depression arrived. How- 

12 Supra , n. 7. 

13 Clark, Evans, Internal Debts of the United States , (1933), p. 144. 

14 Standard Statistics Company, Inc., op. cit. f pp. 36-38. 
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ever, the situation has changed during recent years. In 1932 
net earnings were not sufficient to meet full interest charges for 
the Mackay Companies, the Western Union Company, or the 
International Telephone and Telegraph Company. 

Retrospect and Prospect. — The major industries in the 
utility field have had a very favorable record as to profits. Even 
in our worst economic depression a large proportion of our elec- 
tric light and power companies, telephone companies, and gas 
companies have come through with good earnings and a very 
substantial return on invested capital. The volume of business 
has been largely maintained and only slight reductions in rates 
have been granted to consumers. These factors have been 
reflected in the price and yield of utility securities. Over 50 per 
cent of the exclusively electric light and power, gas and telephone 
bonds had a yield under 5 per cent in 1932 and 1933. On the 
other hand traction and holding company securities occupy an 
unsatisfactory investment position. 

Any reasonable appraisal of the outlook for the utilities would 
entail an analysis of many factors, taking us far beyond the 
scope of this book. Even with all the discussion of the rate 
question, valuation, competition and regulation the writer is 
sanguine over the outlook. Possibilities for profit are still good 
and with the return of reasonable business activity much of the 
utility industry should reap substantial returns. 



Chapter XIX 


TRUST INVESTMENTS IN THE CORPORATE 
FIELD— INDUSTRIALS 


I NDUSTRIAL corporations as a group form the largest field 
of investment of any industry in the United States. Indus- 
trials have grown very rapidly during the past few decades 
until today the assets of corporations in this field total approxi- 
mately $100, 000,000, 000. 1 Although there are many successful 
industrial enterprises which have high investment merit, as yet 
few states recognize industrial securities as suitable for trust 
investment. 

Industrial Securities in Trust Portfolios. — The propor- 
tion of trust assets invested in the industrial field is larger than 
is generally supposed, if the investment portfolios of 196 trusts 
from five states may be taken as an index of the general situa- 
tion. In Table LXVIII is shown the percentage of the principal 
of these trusts invested in industrial securities. 


TABLE LXVIII 

THE PROPORTION OF THE PRINCIPAL OF 196 TRUSTS 
INVESTED IN INDUSTRIAL SECURITIES, 1919-1932 


Preferred Common 

Year Bonds Stock Stock Total 

1919 1.6% 4.5% 12.4% 18.5% 

1920 1.5 4.5 12.1 18.1 

1921 1.8 4.5 14.0 20.3 

1922 2.1 4.5 15.8 22.4 

1923 2.5 4.5 17.5 24.5 

1924 2.2 4.4 17.5 24.1 

1925 2.1 4.4 17.0 23.5 

1926 2.0 3.9 16.8 22.7 

1927 1.8 3.8 17.7 23.3 

1928 1.7 3.2 20.9 25.8 

1929 2.2 3.7 22.8 28.7 

1930 2.4 3.6 22.8 28.8 

1931 2.8 3.1 23.5 29.4 

1932 2.9 3.0 23.4 29.3 


The Policy of Trust Institutions. — There is a wide dif- 
ference of opinion among trust people regarding industrial obli- 


1 Statistics of Income. 
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gations for trust investment. That they are entitled to 
consideration because of the underlying position of successful 
industrial corporations in our national economy is now admitted 
by a number of trust institution officials. One writer has stated 
that “a proportion of 20 per cent of industrial bonds and/or 
preferred stocks is not generally considered to be out of line” 2 
In fact trust institutions have followed some such policy. For 
the fourteen years, 1919-1932, the 196 trusts as a composite allo- 
cated as an average 24.3 per cent of their principal to industrial 
securities. Such investments comprised 19.3 per cent of the aggre- 
gate principal in the inventory; 18.5 per cent in 1919; and 29.3 
per cent in 1932. 

It is interesting to note that industrial common stocks com- 
prised three-fourths of the investment in the industrial field, 
averaging 18.1 per cent for the period 1919-1932. The percentage 
in this investment rose from 12.4 per cent in 1919 to 23.4 per 
cent in 1932, a very substantial increase. The increase, however, 
was primarily due to appreciation rather than to new commit- 
ments. 

Preferred stocks, beginning at 4.5 per cent in 1919 accounted 
for over one-fourth of the investment in industrials at that time. 
Their relative importance declined, however, being only 3 per 
cent of the aggregate in 1932, or about one-tenth of the total 
invested in industrial securities. Industrial bonds were insig- 
nificant throughout the period 1919-1932, comprising less than 
10 per cent of the proportion invested in the industrial field, and 
less than 3 per cent of the composite of 196 trusts. 

In the inventory industrial bonds were held in forty-seven 
trusts and at the end in sixty-two. They comprised, for the 
most part, a comparatively small percentage of those trusts for 
which they were selected. 

As for industrial stocks, both preferred and common, there 
was a decrease both in the number of accounts holding them and 
in the proportion which they comprised of the accounts in which 
they appeared. 

The Industrial Field. — The problem of investing in indus- 
trial securities is particularly complicated because of the large 
number of companies and industries to choose from. Each line 
of industry has its own peculiar problems, and is subject not 
only to general economic conditions but to the vicissitudes of 
competition, of management, of combinations, and the changes 

2 Evans, Arthur H., ‘Trust Investments and Policies,” Proceedings 
Eleventh Pacific Coast and Rocky Mountain States Trust Conference, 1933, 
p. 66. 
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which naturally come from year to year. Such changes are 
prone to be drastic in the industrial field so the investment status 
of each industrial group must be examined anew in the light of 
these new circumstances and an appraisal made of the current 
factors affecting its future stability. However, it is impossible 
to treat each line of industrial activity separately, therefore, we 
shall merely consider the field in general. 

Industrial Assets and Debts— The magnitude and rela- 
tionships of industrial assets and debts for all corporations and 
by major groups are shown in Table LXIX. 

TABLE LXIX 

INDUSTRIAL ASSETS AND DEBTS FOR ALL CORPORA- 
TIONS AND BY MAJOR GROUPS, 1929 AND 1931 a 

(000,000 omitted except for ratios) 

Ratio 

Tangi- 

Curreixt Assets Ass * t5 



Tangible Assets 

Debts 


CurrentTotal 

to 

Total 


Current 

Fixed 

Total 

Current Fixed 

Total 

Debt 

Debt 

Debt 

All Corpora- 11929 

$53,050 

$45,137 

$98,187 

$15,928 

$9,653 

$25,581 

3.33 

2.07 

3.83 

rations \193l 

50,152 

44,082 

94,234 

12,398 

9,825 

22,223 

4.04 

2.07 

3.83 

Mining a n dJ1929 

2,890 

7,264 

10,154 

975 

1,037 

2,012 

2 96 

1.43 

5.04 

Quarrying.. (1931 

2,762 

6,633 

9,395 

849 

996 

1,845 

3.25 

1.49 

5.09 

M a n u factur- (l929 

31,597 

28,235 

59,832 

7,418 

5,450 

12,868 

4.26 

2.45 

4.64 

ing (1931 

31,329 

28,286 

59,615 

6,017 

5,581 

11,598 

5.20 

2.70 

5.14 

Construction. 

1,675 

857 

2,532 

846 

350 

1,196 

1.98 

1.39 

2.11 


1,536 

715 

2,251 

580 

297 

8 77 

2.64 

1.75 

2.56 

Trade \ 1929 

14,464 

4,967 

19,431 

5,730 

1,253 

6,983 

2.52 

2.07 

2.77 

11931 

12,260 

4,729 

16,989 

4,074 

1,315 

5,389 

3.00 

2.27 

3.15 

Service. J1929 

2,424 

2,265 

3,814 

6,238 

954 

1,563 

2,517 

2.53 

.... 

2.47 

11931 

3,719 

5,984 

878 

1,636 

2,514 

2.57 


2.38 


“Figures taken from Statistics of Income . Tangible current _ assets 
include cash, notes and accounts receivable, inventory, tax exempt invest- 
ments and one-half of other investments. Tangible fixed assets include 
real estate, buildings, and equipment. Current debt includes notes and 
accounts payable. Fixed ciebt includes bonded debt and mortgages. 

The credit position of industrial corporations as a total seem 
substantial. The current ratio position was strengthened, current 
assets being four times the amount of current liabilities in 1931 
as against three and one-third times in 1929. Current assets 
were more than twice the total debt. This ratio had not dropped 
below two in any year from 1926 to 1931, the former year being 
the earliest for which data were inspected. Total tangible assets 
were 3.8 times the total debt. In 1926 and 1927 it was approxi- 
mately four. 

From 1926 to 1929 the current position of industrials was 
not weakened. In fact, the current asset-current liability ratio 
improved slightly. In the period 1929-1931 the credit position 
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of all corporations improved. Current assets decreased less than 
$3 000,000,000 while current liabilities decreased $3,500,000 000. 

For the same years the bond and mortgage debt increased $ - 

000000 while fixed tangible assets decreased over $1 000,000,000. 
After all the changes made in the first two years of the depression 
are considered current assets are still 3.83 times the total debt. 

The current ratio position of each of the major divisions was 
stronger in 1931 than in 1929, although the service group showed 
practically no change. The service group is the only major 
division in which current assets are less than the total debt. The 
manufacturing industry appears to be m the strongest position 

with respect to credit ratios. , , , 

A balance sheet of 433 industrial corporations showed a 
current ratio of less than five in 1929 and o-'er six in 1932 
Current assets in 1932 were 1.9 times current liabilities and 

funded ^t Investment and Capitalization.— The Statistics of 
Income does not give data on plant investment of industrial cor- 
porations. Therefore, tangible assets will be used. The total 
tangible assets, long-term debt and capital stock for all corpo a 
tions and by major groups are given in Table LXX. 

TABLE LXX 

TANUTPLE ASSETS AND CAPITALIZATION OF ALL INDUS- 
tangibleassetsa orations and by MA j 0 r 

GROUPS, 1929 AND 1931 1 

(000,000 omitted) 

Capitalization 

Long- Com- 

Tangible term Preferred mon 

Assets Debt Stock Stock Total 

SS $ f| 

Mining and 11929 10,154 1,037 g7 5,7^ ^ 

Qa.rryma. 93 9,395 996 38,679 

i l9?l 59,615 5,581 6,883 25,459 37,923 

Construction, gO IS g2 1,» 

c 1Q9Q 1Q431 1253 1,851 7,466 10,570 

Trade { 1931 16,989 1,315 1,682 6,837 9,834 

ciq?o 6 238 1563 619 1,903 4,085 

Service . 1 1931 5,984 1,636 461 l’,967 4064 

* Figures from Statistics of Income. Figures for tangible assets from 
Table LXIX. 

* Standard Statistics Company, Inc., Standard Earnings Bulletin, July 
20, 1933, p. 2. 
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The long-term debt was slightly over 10 per cent of tangible 
assets in 1931 but less than this figure for 1926-1929. Total 
bonds and stocks comprised only 63 per cent of tangible assets 
in 1931. Funded debt comprised 16.5 per cent of total capitaliza- 
tion and preferred stock almost the same proportion as in 1931. 
Common stock accounted for 67 per cent of total capitalization 
in the same year. 

In 1931 long-term debt amounted to about 9.4 per cent of 
total assets in the mining and quarrying, and manufacturing 
groups of industries. In the construction group bonds and mort- 
gages comprised 13.2 per cent of total tangible assets as of 1931. 
The long-term debt was only 7.7 per cent of tangible assets in 
the trade group but nearly 27.3 per cent in the service industries. 

In each major division of industries, capitalization was con- 
siderably less than the total tangible assets of that division. Like- 
wise, the total long-term debt of each division was a relatively 
small proportion of the total capitalization for that group. Com- 
mon stock comprised the major part of capitalization. 

A composite of 554 industrial corporations 4 had total assets 
of $33,477,000,000 and total invested capital of $31,041,000,000 
as of 1932. These companies comprise approximately one-third 
of the capital in the industrial field. Funded debt and current 
debt were only 18 per cent of total assets. 

Capitalization, including funded debt, preferred stock, and 
common stock and surplus, was $30,016,000,000, or nearly 97 
per cent of total invested capital. Funded debt comprised 15.6 
per cent of total capitalization (including surplus) and preferred 
stock 14.2 per cent. Thus, common stocks constitute a high 
percentage of the aggregate capitalization. 

In 1927 the capitalization of 544 prominent industrial cor- 
porations was made up as follows: Funded debt 20 per cent, 
preferred stock 17 per cent, and common stock 63 per cent. 5 
This is certainly a conservative showing. If we consider indus- 
trial enterprises individually, wide variations in capital structures 
may be noted. Many corporations have no funded debt and some 
have no preferred stock. 

The Trend of Income. — The trend in gross and net income 
of industrial corporations as an aggregate and by major groups 
is shown in Table LXXI on page 266. 

In 1921, for the first time in some years, gross income of 
industrial corporations declined. Such a drop clearly reflects the 

4 Data on these companies from Standard Statistics Company, Inc., 
op, dt , p. 4. 

5 Sloan, L. H,, Corporation Profits , (1929), p. 22. 
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TABLE LXXI 

GROSS AND NET INCOME OF ALL INDUSTRIAL CORPO- 
G RATIONS AND BY MAJOR GROUPS, 1922-1932* 
(000,000 omitted) 


Total All Mining and Manufac- 

Corporations Quarrying tunng 


Construc- 

tion 


Year Gross Net Gross Net Gross 

1922.. .. $81,036 $3,470 $3,695 $ 6 $44,683 

1923.. .. 98,001 4,651 4,863 —51 56,221 

1924 98,717 3,825 4,849 —67 53,911 

925:::: 110747 5199 4,925 244 mm 

1926.. .. 114 157 5,081 4,548 272 62,495 

1927 115 146 4,151 3,837 29 63,722 

ills:;:: 120,872 5:154 3’,s89 125 §7,273 

1929.. .. 126,949 5,636 4,048 232 72,133 

1930 108,317 1,109 2,999 —44 60,900 

1931.::: mo —1,795 2,229 — 255 44,033 

1932.. .. 49,916 — 2,727 1,313 —149 23,846 

a Based on figures taken from 

adjustments were made. Data for 


Net Gross 
$2,641 $1,766 
3,571 2,224 
2,763 2,210 
3,701 2,306 
3,708 2,816 
3,088 3,056 
3,911 2,978 
4,406 3,082 
1,118 3,042 


—4322 2,236 —30 30,593 

—1,446 1,291 —102 20,796 


Net Gross 
$ 39 $28,676 
69 32,274 
91 35,115 
113 39,847 
109 40,938 
112 40,944 
100 43,204 
108 43,494 
68 37,209 
—30 30,593 


Net Gross Net 
$695 $2,216 $ 89 

933 2,419 129 

902 2,632 136 

967 2,839 174 

835 3,360 157 

795 3,587 127 

891 3,828 127 

730 4,192 160 

—88 4,165 55 

—565 3,679 -123 

—715 2,670 —315 


the annual Statistics of 
1932 from preliminary 


Income . No 
report. 


low levels of wholesale commodity prices and slow business. 
From 1921 gross incomes of industrial corporations had an un- 
broken advance to 1929. The most striking feature of this ad- 
vance was the rapid growth of corporate gross incomes. T e 
figure for 1922 was $81,000,000,000; in 1929 this figure had risen 
to nearly $127,000,000,000, indicating an increase of nearly 57 
per cent. The precipitous drop from 1929 to 1932 reflects the 
magnitude of the depression and its effects upon industrial cor- 
porate gross income. . . 

The gross incomes of the major divisions of industries fol- 
lowed, in the main, the trend experienced by the industry as a 
whole. There were two exceptions, however. Gross income in 
the mining and quarrying industry reached its highest level in 
1925. According to gross income data for the construction group, 
expansion virtually reached its peak in 1927. 

Since 1927 manufacturing, and mining and quarrying have 
shown the greatest relative decline, while the service group has 

shown the least decline. _ . 

The behavior of net income is more irregular than that ot 
gross income. Although changes in gross were accompanied by 
changes in net, there is not an equal percentage change in the 

tW °T he deficit in net in 1931 and 1932 was the first in consider- 
ably more than a decade. In the latter year it reached unparal- 
leled proportions. 

If the figures of net income are examined they seem to indi- 
cate that corporations were finding it exceedingly difficult to 
m a intain in the years 1927-1929 the high level of earnings reached 
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in 1926. An examination of this question, however, cannot be 
undertaken in this book. 

Net income in the various industries did not follow the general 
pattern. All groups, except construction, showed a considerable 
shrinkage in 1927. In the mining and quarrying industry net 
income was very irregular and reached its peak in 1926. The 
peak net-income year for the construction service and trading 
corporations was 1925. All groups reached a high point in 1929. 
Manufacturing, however, was the only group having a higher net 
income in 1929 than in any previous year. 

Earnings and Interest. — Net income of industrial corpora- 
tions was ample to meet interest requirements during the years 
1922-1930. It is interesting to survey the situation during the 
depression. A tabulation of earnings of 1,302 corporations by 
industries for 1931 showed 59 per cent earning net profits 
(income after depreciation, interest, taxes, and other charges and 
reserves). There was a net profit for all the corporations of 
$718,000,000. Of these companies 301 improved their earnings 
in 1931 over 1930.* 

A further cross section of the net earnings of industrial 
corporations may be observed in a tabulation of 1,475 companies 
for the two years 1932 and 19337 In 1932 these companies as 
a composite had a deficit, after depreciation, interest, taxes, and 
other charges and reserves, of only $97,156,000. These concerns 
were classified according to fifty-five major industrial groups 
and in 1932 only twenty-two of the groups showed net profits. 

Earnings in 1933 showed a substantial improvement over 
1932. The 1,475 corporations showed net profits of $660,655,000. 
Thirty-five of the fifty-five major industrial groups had net 
profits in 1933 against twenty- two in 1932. 

A composite income account of 433 leading American indus- 
trial corporations comprising about one- fourth of the total assets 
of all industrial corporations has shown a substantial earnings 
record for the years 1927-1932. 6 7 8 Net profits were nearly eleven 
times fixed charges in 1927, approximately sixteen times fixed 
charges in 1929, about nine times in 1930, and nearly four times 
in 1931. Even in 1932 net profits exceeded fixed charges, but 
only by a slim margin. Differences between individual companies, 
even in the same industries, are very striking. 

Return on Invested Capital. — Nowadays earning power is 
particularly stressed as the basis for judging the investment 

6 National City Bank Bulletin , April, 1932. 

7 Ibid , April, 1934. 

8 Standard Statistics Company, Inc., op. cit. } p. 2. 
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merit of securities. The best measure of earning power and the 
success of an industrial enterprise is the percentage earned on 
invested capital. 

In a study of corporate incomes for the period 1920-1929 
Nerlove 9 found that the construction industry as a whole earned 
a large percentage return on invested capital. Eight of the ten 
years showed a return of 10 per cent to 13 per cent. “The average 
rate of return for the manufacturing corporations was around 
9 per cent.” 10 The trading group also showed a substantial 
return, approximately 8 per cent for the ten years. The poorest 
return on invested capital was made by the mining and quarrying 
division. A deficit was shown in three of the ten years and a 
return of less than 1 per cent in two. 

All groups, except construction, showed a deficit for 1921. 
During 1931 and 1932 every group showed a deficit. 

A group of 433 leading American industrial corporations as 
an aggregate, having an average of about $28,000,000,000 invested 
capital for the years 1927-1932, earned an average of 6.75 per 
cent on this capital for those years. The percentage earned in 

1931 and 1932 was small, of course, being only 0.8 per cent in 
the latter year and 2.8 per cent in 1931. 11 

In a group of 554 concerns, over 25 per cent, or more than 
100 corporations, earned 5 per cent or more on their invested 
capital in 1932. Scores of companies earned 10 per cent or over 
for that year. 12 

The earnings of 1,302 industrial corporations, classified 
according to fifty-five major industrial groups, showed a 13.5 
per cent return on net worth (which includes book value of out- 
standing preferred and common stocks and surplus account at 
the beginning of each year) in 1929. Thirty-six of the fifty-five 
major divisions of industries showed a 10 per cent return or 
more on net worth in 1929. 13 

These corporations had a return of 2.5 per cent on net worth 
in 1931. Seven of the fifty-five groups earned 10 per cent or 
over on net worth. Thirty-one of the fifty-five major groups 
showed some return on net worth in 1931. 14 

A tabulation of earnings of 1,475 industrial corporations in 

1932 revealed no return on net worth. However, twenty-one of 
the fifty -five major groups showed some return on net worth; 

9 A Decade of Corporate Incomes 1920 to 1929 , Ch. VII. 

10 Ibid , p, 41. 

11 Standard Statistics Company, Inc., op. cit., p. 2. 

12 Ibid., pp. 6 ff. 

18 National City Bank Bulletin , April, 1932. 

14 Ibid. 
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in nine of these major groups this return was 5 per cent or 
more. 15 

There was a substantial improvement in the earnings of these 
1,475 corporations in 1933. For the year they had a return on 
net worth of 2.5 per cent. Sixteen of the fifty-five groups of 
industrials showed a return of 5 per cent or more on net worth. 
Some return was made on net worth by thirty-four of the fifty- 
five major industries. 16 

There are nine major groups of industrial corporations which 
showed a return of 5 per cent or better on net worth for each 
year 1929-1933. The figures for these nine groups of industries 
are presented in Table LXXII, 

TABLE LXXII 

NINE GROUPS OF INDUSTRIAL CORPORATIONS SHOW- 
ING A 5 PER CENT RETURN OR OVER ON 
NET WORTH EACH YEAR 1929-1933* 


Number of Percentage Return on 

Companies Industry Net Worth 


1929 1931 

1932 1933 


1929 

1931 

1932 

1933 

18 

18 

21 

21 

Bakery 

15.1 

11.0 

7.5 

7.1 

28 

28 

24 

24 

Chemicals 

18.0 

8.0 

5.0 

8.0 

15 

15 

26 

26 

Confectionery and Beverages 

25.0 

20.3 

10.8 

15.0 

9 

9 

11 

11 

Dairy Products b 

20.8 

12.2 

6.0 

4.2 

21 

21 

22 

22 

Drugs and Sundries 

21.9 

15.6 

12.6 

12.3 

39 

39 

45 

45 

Food Products. — Miscellaneous 

15.3 

8.4 

6.5 

9.4 

43 

43 

46 

46 

Chain Stores 

19.3 

12.7 

7.3 

12.2 

9 

9 

11 

11 

Stock Yards 

10.7 

9.3 

5.0 

5.5 

25 

25 

27 

27 

Tobacco 

14.6 

14.4 

13.4 

8.3 


a National City Bank Bulletins. 
b Group did not earn 5 per cent in 1933. 


Corporate Deficits and Failures. — Throughout the period 
1922-1933 a large percentage of industrial corporations reported 
a deficit. Sixty per cent or more of the companies in the mining 
and quarrying group reported a deficit for each year from 1922 
to 1931 inclusive. In the manufacturing industry about 35-45 
per cent of the companies had a deficit. The number had 
increased to over 55 per cent in 1930-1931. In the three remain- 
ing industrial groups the corporations reporting net income con- 
siderably exceeded the number reporting a deficit, except for the 
depression years. 

Although the depression has been severe and prolonged and 
there has been a large percentage of companies showing a deficit, 

15 Ibid, April, 1934. 

16 Ibid. 
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the volume of failures has been quite small. The commercial 
failures as reported in Dun’s Review 17 have not excessively 
increased in recent years. The liabilities of failed concerns in 
1930-1933 was probably not over $1,250,000,000 greater than 
the amount would have been if failures had continued at the rate 
shown in 1928-1929. 

Industrial Securities. — On the basis of earnings there are 
many excellent industrial securities. Although industrial bonds 
in general have never been regarded with great favor for invest- 
ment of trust funds they possess many advantages. While the 
earnings are ordinarily subject to wide variations, industrial long- 
term debts are usually small in comparison with the value of the 
property. Further, freedom from regulation enables them to 
build up strong reserves in good times to carry them through 
depression periods. Available statistics do not show that there 
has been an excessive amount of industrial bond issues in default 
in comparison with the bonds in other fields. 

17 The data for corporate and unincorporated enterprises are not given 
separately. 



Chapter XX 

TRUST INVESTMENTS AND THE BUSINESS CYCLE 

T HE drastic economic changes of the past few years seri- 
ously affecting the adaptability of various types of securities 
for trust investment have made the intelligent management 
of trust assets exceedingly difficult. In fact business conditions 
were so topsy-turvy that even the highest types of securities 
showed wide fluctuations in prices and many suffered irreparable 
damage in intrinsic value. Municipal obligations, once considered 
prime security, became poor risks; many railroad bonds of the 
highest grade barely paid interest; the rapid deflation in real 
estate made investments in many first mortgage obligations 
nothing short of fool-hardy; many foreign issues once strongly 
recommended by leading investment banking houses became 
practically worthless ; the prolonged depression placed numerous 
industrial obligations in the realm of speculation or made them 
worthless. 

Investments in the Light of Changing Conditions. — 
Choosing the proper investments from a multitude of securities, 
from the thousands of business enterprises in many different 
fields, is a particularly difficult task because each investment must 
be analyzed in the light of changing economic conditions. Not 
only must one consider specific and individual situations pertain- 
ing to a security but the cyclical phenomena of business must 
also be considered. The age-old theory that “good” investments 
once acquired should be kept is no longer practicable today w'hen 
the whole investment situation, as well as the relative value of 
every security is subject to continual fluctuation. An investment 
which is good today may not be good tomorrow. Not only is 
the credit of individual corporations and municipalities constantly 
changing, but the whole economic background, against which all 
investment values are reflected, oscillates in varying degrees of 
periods of prosperity and periods of depression. 

Nature of the Business Cycle. — Due to the close relation- 
ship existing between economic and business conditions and in- 
vestment values, the investor must of necessity keep in close 
touch with these conditions. A beginning is made when he rec- 
ognizes that business is not solely a game of chance but that 
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there are orderly movements in successive contractions and ex- 
pansions of business activity. 

The existence of the business cycle may be noted from ob- 
serving that from time to time in our history certain groups of 
events have occurred with some degree of regularity and that 
they have shown considerable relationship. When business is 
good profits increase and enterprises expand. New capital is 
secured, credit is expanded, employment increases and we have 
evidences of general prosperity. As business gathers momentum 
it eventually goes into what is known as a boom period, a time 
of large profits for an increasingly large number of companies. 

The rising period of prosperity and boom period creates opti- 
mism and risks are underestimated. Production is accelerated 
for purchasing power has been greatly increased. There is a rise 
in debts and fixed charges. Credit expands and interest rates 
are increased. News of the day is encouraging, or is so painted 
by most newspapers and magazines. There would seem to be a 
redundancy of evidence that there were any economic dangers. 

The upward spiral of business prosperity, however, is usually 
accompanied by factors that denote financial strain which even- 
tually lead to a wave of liquidation and a business depression. 
Some such evidences are high call loan rates, high time loan rates, 
large volume of brokers' loans, great expansion of commercial 
bank credit, large amount of loans of member banks on security 
collateral, high rediscount rates at Federal Reserve banks, and 
shrinking bank deposits. 

Business and economic activity sooner or later reaches a tempo 
which cannot be sustained unless we have reached a new era of 
performance and the old norms are no longer applicable. We 
rarely ever have a sudden transition in fundamental economic 
factors, however. Thus we have experienced declines and severe 
depressions after boom periods. During the down-swing of 
business and economic activity there is usually a drastic decline 
in commodity prices, business activity is sharply contracted, earn- 
ings shrink and purchasing power is reduced ; inventories decline, 
defaults, receiverships and bankruptcies are vastly more numer- 
ous, changes in business structures occur, there are devaluations 
of large estates, business careers are abandoned, interest rates 
decline and capital becomes almost a drug on the market. The 
ranks of the unemployed become augmented, the burden of ex- 
isting debts tends to increase, the tax burden grows heavier, and 
existing prices shrink enormously. Pessimism permeates the 
whole atmosphere. 

Types of Business Fluctuations. — A study of statistical 
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data reveals three separate and important types of movements in 
business. The first important change in business to be noted is 
the secular trend. It is the trend of business activity connoting 
a steady increase in volume of business, industrial development, 
financial activity, expansion of trade and technological develop- 
ment. Such long-term trends represent periods of fifty or one 
hundred years. 

The second type of change in business activity is known as 
seasonal variations. It is the change in business activity which 
occurs mainly with the changes of the seasons. It appears fre- 
quently and represents weekly or monthly changes in economic 
and business data. The seasonal changes in business continue to 
occur each year irrespective of other changes. 

Business Cycles. — The third type of business movement is 
known as the business cycle. It represents changes in business 
activity which cannot be explained by secular and seasonal 
changes. The business cycle represents variations in business 
involving alternating periods of prosperity and depression. It 
has been defined as '‘recurrences of rise and decline in activity, 
affecting most of the economic processes of communities with 
well-developed business organization, not divisible into waves of 
amplitudes nearly equal to their own, and averaging in com- 
munities at different stages of economic development from about 
three to six or seven years in duration .” 1 

Persons' study reveals certain fundamental facts regarding 
the business cycle. These facts are as follows: 

During the period of 654 months for which we have counted 
the month-to-month changes, February 1875-July 1929, inclusive, 
there were 56 months of trough, 109 months of recovery, 299 
months of prosperity and 190 months of recession. 

The trough of November 1910-January 1912, lasting 15 
months, was unique in length. The troughs of major depres- 
sions ranged from 5 to 7 months except in N ovember-December 
1914, when war orders stimulated recovery; October 1896, when 
the free silver issue was defeated; and December 1878, when 
specie payments were resumed. The troughs of minor depres- 
sions lasted only one month except in November 1910- January 
1912 during the “trust-busting” and anti-railroad activities of 
the Federal and State governments; and in July-October 1898, 
during the Spanish War. 

Recoveries from major depressions lasted from 12 to 16 
months, except in 1915 and 1879 when war orders and phe- 

1 Mitchell, W. C., Business Cycles: the Problem and Its Setting , (1927), 
p. 468. 
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nomenal crops shortened the interval to 10 and 9 months, 
respectively. Recoveries from minor depressions lasted between 
1 and 5 months, with the usual figure at 3 months. 

Periods of “prosperity” in the United States have lasted 
from 4 to 44 months. The longest intervals were those of 
October 1879-July 1883, after specie payments had been re- 
sumed, prices were rising and crops were unusually bountiful; 
the war period of November 1915-July 1918; and November 
1904-July 1907, a period of rising prices, bountiful crops, and 
industrial consolidations. Very short periods of prosperity last- 
ing 4 to 7 months followed the major depressions of 1894, 1908 
and 1921. 

The longest period of recession on record, 34 months, accom- 
panies the return, in 1876-78, to specie payments. The decline 
was briefly interrupted by a good crop and price situation in 
1877 and bumper grain crops, though at lower prices in 1878. 
The second longest intervals of recession was from November 
1912 to October 1914, partly a war decline. Of the remaining 
recessions, six lasted from 10 to 16 months and eight lasted 
from 3 to 7 months. 2 

Different Cycles. — In general, there is a definite business 
cycle. That is, most business situations tend to vary at about 
the same time and in the same direction. More correctly speak- 
ing, however, the business cycle proper is merely the algebraic 
sum of many different cycles. For example there are many 
different cycles of different lengths for various agricultural 
products, manufacturing products, building construction, prices, 
security prices, etc. Probably no two of the hundreds of cycles 
are alike. In order to properly understand and forecast the 
business cycle we must be able to analyze accurately the com- 
ponents of the business cycle. 

Duration and Amplitude. — The belief that there is a cer- 
tain periodicity in cycles is not generally accepted today. They 
are of a more generalized affair of varying length. Apparently 
the average period of a business cycle is about forty months, 
Mitchell’s studies show that from 1790 to 1923 the United States 
passed through thirty-two cycles which averaged a little less than 
four years, the most common period being three years. Dr. 
Thorpe has investigated many business cycles and from his data 
we may set forth briefly some pertinent figures regarding pros- 
perity and depression. According to Dr. Thorpe the number of 
months of prosperity was 39.3 per cent of the total, the depres- 
sion months accounted for 36.8 per cent, while the aggregate of 

2 Persons, W, M., Forecasting Business Cycles , (1931), p. 203. 
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revival and recession was only 23.9 per cent. Persons' study 
shows that “during the period of 654 months, February 1875 — 
July 1929, inclusive/' 3 recovery and prosperity represented 63 
per cent of the period of the 654 months while recession and the 
trough represented 37 per cent. During this period normal busi- 
ness, that is, business whose index was above the 100 line, pre- 
vailed for 62 per cent of the time, subnormal business account- 
ing .for only 38 per cent. 

The degree of variation in cycles is quite pronounced. Pro- 
duction and trade seldom extend below 80 per cent of the 
average. In the recent depression it was below 70 per cent. In 
periods of prosperity business rarely rises above 120 per cent of 
the average. In certain lines of business and finance, however, 
much wider deviations may be found. 

The Business Cycle and Industries. — It is undoubtedly 
true that certain industries have cyclical movements which do 
not conform with the indices of general business; and certain 
industries are more drastically affected by a business depression 
than others. Even in periods of general prosperity there are 
some industries experiencing slow business or are in a state of 
depression. In fact rarely does a large percentage of business 
enterprises gain satisfactory profits. 

The effects of the business cycle upon different industries 
vary greatly. Certain industries are more cyclical than others. 
For example, the industries producing basic materials and heavy 
equipment have a much greater amplitude in business activity 
than certain other industries which are favored by greater sta- 
bility of earnings. During a depression we find such industries 
as steel, copper, building materials, machine equipment, etc., very 
slow and earning little or nothing. Some companies in such in- 
dustries show substantial losses ; some even fail. Railroads which 
have fixed charges that are large in relation to gross revenues 
will experience great difficulty in a severe depression. 

There are many companies in certain lines of industries which 
show profits even in the dullest years of a business cycle. Scores 
of companies earned a substantial return on their investment 
during each year 1930-1933, which is probably the worst depres- 
sion period of our history. Food companies, chemicals, dairy 
products, confectionery, drugs, chain stores, tobacco, and bakery 
enterprises represent lines of business that have been less affected 
by the depression. Certain groups of the utility industry have 
likewise continued to show good profits. 


3 Persons, op. cit 
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In other words the state of the business cycle is a more 
important consideration for certain industries than are the con- 
ditions within the industry itself. In all cases it is an important 
factor confronting all investors. 

The Business Cycle and Securities. — The close relation- 
ship that exists between the prices of various groups of securities 
and economic conditions makes it imperative that the trustee 
watch carefully the movement of the business cycle if he is to 
carry out any intelligent investment policy. The kaleidoscopic 
movements of business affect all types of securities. The effect 
of the business cycle on fixed income-bearing securities, like 
bonds and preferred stocks, differs from that on equity securities, 
like common stocks, or on convertible and participating bonds; 
to a large extent their prices vary in opposite directions. During 
the up-swing of the cycle, business is profitable ; business enter- 
prises show constant gains in both gross and net earnings. At 
this time, the risk of purchasing all securities is less than in the 
preceding stages, for the greater the general business prosperity 
the larger the earnings, and the more certain are interest pay- 
ments and dividends. The contrary is true when business is 
declining and we are in a depression. The actual risk of invest- 
ing is greater owing to decreases in business activity and earn- 
ings, purchasing power, debt burdens, falling prices, declining 
inventory values, failures, and unemployment . 4 

As a result the fluctuations in market value, by reason of 
changes in the estimate of risk, will be greatest in the low-grade 
securities and least in the high-grade securities. . For example, 
bonds, like well-secured rails, utilities, and some industrials, and 
high-grade municipals and governments, will decline with the 
up-swing of the industrial cycle, and will be lowest in price at 
the top. Such bonds will rise in market value with the down- 
swing of the pendulum, and will be highest during the succeeding 
depression unless greatly affected by the risk factor. Securities 
of greater risk will be quoted lowest during a depression. They 
will rise in value with the up-swing, as optimism returns, as 
prices of commodities, wages, and profits rise, until highest at 
the top . 5 

A study of the movement of security prices for nearly half 
a century shows an important relationship between cyclical move- 
ments in business and security prices. Yet, these observations 
do not justify the conclusion that all security prices will always 
move with the trend of business. There are many exceptions. 

4 Dewing, A. S., Financial Policy of Corporations, (1926), p. 1214. 

« Ibid ., pp. 1216-21. 
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That not all types of securities move in unison with the gyrations 
of the business cycle has been verified in a number of statistical 
studies. It is easily demonstrated that in both the stock and bond 
groups a number of individual securities do not conform to the 
group fluctuation. Even an entire industry may fail to follow 
the general trend of business activity. But securities of the ma- 
jority of companies usually fluctuate at all times in dose sym- 
pathy with business conditions. Thus the various phases of the 
business cycle have an important bearing upon any investment 
policy. 

Investment Risks. — In formulating an investment policy, 
the major investment risks — the credit risk, the interest rate risk, 
the purchasing power risk, and the risk of fluctuation in the mar- 
ket values of securities — should engage the attention of the trustee 
in handling trust assets. If every trustee, who bought “gilt-edge” 
bonds of a certain kind would actually hold them to maturity, 
without having to sell, and if during this period he did not have 
to account for his acts, on the basis of current market value, he 
could regard fluctuation in the market value with indifference. 
But there is no class of investment that meets all these condi- 
tions. For, to all practical purposes, every investment must be 
made with respect to a time limit, more or less definite, or with 
respect to the undesirability of a decline in the market value. 

Where the fluctuation of securities in market price is due to 
changes in the general level of interest rate there is present an 
example of the interest rate risk. For example, New York Cen- 
tral 3j4s, 1997, a trustee investment of the highest grade, once 
sold at 116, but within a twenty-five year period sank to sixty- 
one. At sixty-one this was still a high grade investment with 
negligible credit risk, but its decline in value was primarily due 
to a shift in the general level of interest rates. Suppose that 
when the price was at 116, a trust had been established to end 
definitely within twenty-five years, that this security was held 
during the life of the trust, and that, at the end, the trustee was 
forced to sell for sixty-one. Such a procedure is not uncommon 
in the handling of trust assets and illustrates the folly of attempt- 
ing to develop any “permanent” investment policy. 

Fundamental Aspects of the Business Cycle. — If some 
definite rules could be laid down with respect to the probable 
occurrence of the business cycle, an investment policy could be 
carried out on a scientific basis. Thus, the trustee would know 
exactly the time most auspicious either to purchase or dispose 
of certain classes of securities. Of course, no such certainty of 
procedure is yet possible, but the trustee can observe certain 
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fundamental phases of the cycle to his advantage. The two 
most outstanding factors to be observed are the periods which 
elapse between “peaks” in security prices and their low points, 
and the symptoms that appear to indicate that the business curve 
has reached, or is about to reach, the turning point . 6 If actual 
light can be obtained on these two groups of data with respect to 
the business cycle then the trustee can act with a greater degree 
of intelligence in investing trust assets. 

The Business Cycle Is Frequently Not Considered. — 
Unfortunately many trustees appear to pay too little attention to 
the movement of the industrial cycle in the investment of trust 
assets. A number of trust institutions still follow the practice 
of choosing certain securities of specified qualifications, and hold- 
ing them until the termination of the trust, regardless of the 
ups and downs of the business cycle during the interim. While 
theoretically choosing a security to fit the particular investment 
requirement, some institutions still buy securities en bloc, and 
distribute them ad libitum among the various trust accounts, 
irrespective of the needs of the trust or the business situation . 7 

The Problem of “Legals.” — The oscillation of business 
from periods of prosperity to periods of depression gives trustees 
particular concern over the question of selecting, retaining or dis- 
posing of trust investments. Especially is this true with respect 
to retaining or disposing of securities which are threatened with 
losing, or which have already lost their legal status. This prob- 
lem, however, has not disturbed savings bank to any large extent. 
Statutes usually give the superintendent of banks discretionary 
authority to require the sale of bonds which have ceased to be 
legal, thus their orderly sale may be effected within a reasonable 
time, so as not to unduly depress the market. For the trustee 
the problem is different. Statutes do not prescribe any definite 
course of action, and court decisions on this point are not wholly 
satisfactory as to a procedure to be followed. 

The collapse in railroad bonds, particularly, has been a source 
of grave concern to trust institutions and the situation would 
have been far worse but for the moratorium granted in various 
states. Without regard to the inherent investment characteristics 
of a particular railroad security, the statutes of some states pro- 


c Willis, H. Parker, and Bogen, Jules I., Investment Banking , (1929), 
322. 

] That these are not mere generalizations may be noted from a study 
of individual trusts which have been in operation a fair length of time. 
It should be stated in all fairness, however, that this criticism does not 
apply to the majority of the trusts analyzed in this study. 



Trust Investments and the Business Cycle 279 


vide simply than certain railroad bonds are legal if fixed charges 
have been earned one and one-half times for at least five of the 
six fiscal years next preceding, which must include the last one. 
When the income appeared satisfactory, adequate earning power 
seemed all that was necessary, but the earning powder of many 
railroads was so affected that issues of only a small part of 
those formerly qualified within the legal formula seemed capable 
of preserving their status. Consequently, there has been a great 
deal of sacrificing of railroad securities. The most unfortunate 
phase of the situation is that many issues, not qualified under 
the one and one-half requirement, are yet highly proper invest- 
ments. For example, it is presumed that the service charges on 
such outstanding railroad obligations as New York Central 3j^s, 
of 1997, which would probably never be disturbed even if the 
road went into receivership, are assured for years. It is a bit 
ironical that trust institutions should have to dispose of such 
securities while the law permits them to retain a mortgage on 
questionable special purpose real estate. 

Many questionable securities today, if left alone, would prob- 
ably continue to pay interest and come back in value. Yet the 
provisions of the laws in many states, designed to insure liquidity 
of trust investments, have in reality created a situation w T herein 
trustees fairly vie with one another in the unloading of such 
securities. Such statutes, governing legal investments for savings 
banks and trust institutions, designed to protect the beneficiary's 
interests, give some protection in the case of inexperienced trus- 
tees, but often limit the activities of the more competent ones. 
The inadequacy of such artificial restrictions is evident from the 
growing number of defaults in legal securities. By limiting trust 
investments to certain prescribed groups, ofttimes of doubtful 
value, these laws have in some cases worked to the detriment of 
the very beneficiaries which they were designed to protect. In- 
deed the law of trusts is frequently a hindrance to changes in 
investment to cope with changes brought about by the business 
cycle. 



Chapter XXI 

LIBERALIZING TRUST INVESTING 

T HE management of trust property today is vastly different 
from what it was a century ago under a more simple econ- 
omy. From a passive receptacle of title, a trustee has now 
become the active manager of property, the wise counsellor, and 
the guardian of minors and incompetents. In olden times, those 
who had the benefits of property also carried the burdens, but 
in the modern industrial order this is becoming less and less true. 
Property, today, does not consist merely of goods and chattels, 
but in large part of intangible wealth ; the advent of the corpora- 
tion has brought a multiplicity of forms of personal property. 
The wide distribution of its ownership has increased the problems 
of management ; the methods of doing business are now so com- 
plex that intelligent management is a prerequisite of economic 
survival. The increase in the burden of property management, 
with the growing recognition of the ease with which it can be 
separated from its benefits, is undoubtedly responsible for the 
recent remarkable growth of trusteed property . 1 

Need for Liberalizing Trustee Authority to Invest.— 
The greater responsibilities attendant upon the management of 
modern trust property have given rise to the need for more ade- 
quate trust investment powers. To manage property effectively, 
the fiduciary must have adequate investment powers to act as the 
occasion demands . 2 3 If the trustee is to exercise judgment in the 
light of new circumstances arising in a changing economic world 
he must be given powers beyond the necessity of giving effect to 


1 Headley, Louis S., “Clarifying the Laws Governing Trustees and 
Executors,” Trust Companies , Vol. 52 (Mar. 1931), p. 305; see also Rose, 
Dwight C, Scientific Principles of Investment Management: Ch. I, “Evolu- 
tion of the Surplus,” Dice, Charles A., The Stock Market, Ch. I, “General 

Characteristics of the Market for Stocks” ; Willis, H. Parker and Bogen, 
Jules I., Investment Banking, Ch. VII, “History of Investment Banking” 

3 Headley, Louis S., “Executors’ and Trustees’ Powers,” Proceedings 
Twelfth Mid-Winter Trust Conference, Feb., 1931, p. 88; Reilly, Edward 
J., “Today’s Problems in Trust Investment Management,” Proceedings 
Thirteenth Mid-Winter Trust Conference, Feb., 1932, p. 118; Stevenson, 
W. ] ., “Statutory Powers, Duties, and Responsibilities of Trustees,” Pro- 
ceedings Thirteenth Mid-Winter Trust Conference, Feb., 1932, p. 149; 
Trott, R. H., “Trustee's Need of Wider Power,” American Banker ? Asso- 
ciation Journal, Vol. 20 (Mar., 1928), p. 694. 
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the dead hand, or complying with antiquated laws or ill conceived 
statutes. Without such powers the trust res may suffer from 
lack of intelligent management and the beneficiary may fail to 
receive the proper benefits. Without adequate authority to invest, 
the trustee is frequently hindered in the execution of the modern 
managerial type of trust. If he acts beyond his powers, he 
becomes personally liable; if he fails to act within the limits of 
his authority, he becomes liable for negligence. Thus, it is felt 
that broader fiduciary authority to invest would benefit all parties 
concerned. Modern industry demands such a revision for the 
speedier transaction of business ; the beneficiary demands it for 
his own profit; while the trustee himself, who acts at his peril 
in the absence of express authority, demands it for his own 
protection if he is to properly manage the trust property . 3 

Confusion and Lack of Uniformity in Laws. — Unfortu- 
nately much of the uncertainty and confusion that surrounds the 
administration of trusts has not yet been cleared away despite 
laudable attempts in this direction. The investment management 
of trusts today is still encumbered with delays and uncertainty 
due to many diverse laws, the conflict of existing case rules, or 
the doubtful application of court decisions. In some states trust 
institutions operate under laws which have not been revised for 
generations; while in others there prevails a more enlightened 
policy which attempts to alter the law in keeping with changing 
economic conditions. Further, there is often a veritable pot- 
pourri of laws that serve only to confound the trustee in investing. 

The laws of the various states differ particularly with regard 
to what constitutes legal investments, in the delimiting of which 
many of them show an unwarranted provincialism or a down- 
right lack of appreciation of the problem. In fact, the incon- 
sistencies of statutes, narrow legal lists and technical requirements 
are so numerous and probably so well known as to hardly need 
repeating . 4 A few examples will suffice. Relatively few states 

3 Rosenshine, A. A., “Social and Legal Aspects of Trust Service,” Trust 
Companies, Vol. 53 (Aug., 1931), p. 231; Rose, Hugh B., “To Be Or 
Not To Be In Handling Trust Investments,” Trust Companies, Vol. 45 
(Nov., 1927), p. 599; Headley, op. cit supra, n. 1. 

4 Reilly, Edward J., “Formulating a Sound Code Governing Legal Invest- 
ments for Trust Funds,” Trust Companies, Vol. 54 (Feb., 1932), p. 233; 
“Status of Municipal Obligations as Trust Investments,” Trust Companies , 
Vol. 54 (Mar., 1932), p. 329; “Real Estate Obligations as Legal Invest- 
ments for Trust Funds,” Trust Co?npanies, Vol. 54 (April, 1932), p. 473; 
Stephenson, W. J., op. cit.; Fox, Edward J., “The Need for Further 
Unification of Trust Laws and Practices,” Proceedings Twelfth Mid- 
Winter Trust Conference, Feb., 1931, p. 102; Bogert, George^ G., “The 
Movement for a Uniform Trust Administration Act,” Proceedings Thir- 
teenth Mid-Winter Trust Conference, Feb., 1932, p. 159. 
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permit a trustee to purchase investments outside the jurisdiction 
in which he is acting ; a small number allow the practice in par- 
ticular cases; while some states have approved investments in 
mortgages on land in adjoining states. In a few states, the con- 
stitution forbids a trustee to invest in the stocks and bonds of 
private corporations ; in other states statutory laws allow him to 
lend on personal security; in one state a trustee may not buy 
bonds of another state lacking certain specified qualifications, 
but he may buy bonds of a foreign country or government which 
merely pledges its full faith and credit; while in another it is 
permissible to lend trust funds on the unsecured promissory 
note of a state resident, provided the note matures in not more 
than twelve months and does not exceed $10,000. The statute 
of one state provides for investment in foreign and municipal 
issues without limitation as to the amount which may be held in 
any trust but it restricts the investment in rail and utility issues 
to 25 per cent in any one trust. In one state no railroad bonds 
are legal at any time but railroad stocks, selling at or above par, 
are legal provided they meet certain dividend requirements. 

Without regard to fundamental investment characteristics the 
statutes of a number of states have specified that certain railroad 
obligations will be legal provided fixed charges have been earned 
one and one-half times (or have set up some similar requirement). 
Thus, intelligent discrimination has been hindered. Many of these 
issues had to be sacrificed during the recent period of adverse 
conditions or else makeshift legislation had to be created to extend 
the legality of such issues. The latter was the choice, but if the 
statutes must be suspended under adverse conditions of what 
value are they as safeguards? In other instances the law on 
trust investments contains many complexities and interpretative 
possibilities. 5 Varying and confusing terms pertaining to almost 
every type of investment may be found if one should survey the 
details of the various statutes. 6 

The multiplicity of conflicting laws, opinions and technical 
provisions has made the necessity of revising legislation govern- 
ing the duties of fiduciaries in the investment of trust funds 
painfully apparent. Revision is necessary not only in the interest 
of simplicity and clarity, but to enable the trustee to keep pace 
with changing economic conditions. 

5 The New Jersey Statute is a good example. 

6 See statutes of the various states in the State and Municipal Com- 
pendum of the Commercial and Financial Chronicle ; Prentice-Hall Trust 
Service. These services give a comprehensive and reliable presentation of 
the state laws controlling the investment of trust funds. 
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Limitation of Desirable Investment Outlets. — An 
increasingly serious problem confronting trust institutions today 
is a possible shortage of desirable investment outlets. With the 
increase in the magnitude of trust business throughout the past 
decade this question has been of particular significance, especially 
in those states where the trust institutions have been operating 
under strict statutory limitations, as in New York. The situation 
at the present time is even more acute since the unprecedented 
collapse in values has had a devastating effect upon many of the 
so-called “legals.” 

While there has been no unanimity of agreement among trust 
officials regarding the situation either before 1929 or since that 
date, nevertheless there is ample evidence to show their intense 
interest in the matter. For years, strenuous efforts were made 
in New York to have certain public utility securities placed on 
the legal list, while in other states efforts have likewise been 
made to broaden the list of legals. Then, too, the principle of 
allowing certain equities to be chosen for trust portfolios has 
been advocated. 

Such movements have come, probably, from an unsatisfactory 
experience with the investments to which the institutions were 
restricted. Such action also recognized the persistent encroach- 
ment by the total assets of trust funds upon the available high 
quality investments within the legally sanctioned fields. By this 
it is not intended to imply that an actual dearth of investments 
existed, but rather that the number of trusts and the volume of 
trust assets received by trust institutions increased so rapidly 
as to result in considerable carelessness in the selection of quality- 
investments within the authorized classes. Perhaps this was 
partly due to the absence of other outlets. Had certain trust 
institutions been allowed, prior to 1929, to invest in other fields 
than those prescribed by law, it is conceivable that they might 
have placed in those media some of the funds which instead went 
into real estate obligations — now in jeopardy — or into railroad 
bonds, likewise in a most precarious position. 

It is not known just what the exact volume of trust invest- 
ments was in 1900 or 1932, compared with the total tangible 
wealth of the United States for the same years, but there is 
ample evidence to indicate that there has been throughout the 
period from 1900 to 1932 a continually rising ratio of trust invest- 
ments to national wealth. The estimated national wealth of the 
United States was $88,517,000,000 in 19007 It is doubtful if 


7 Statistical Abstract of the United StateSj 1933, p. 258. 
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the aggregate personal trust business of all trust institutions in 
the United States was greater than $1,000,000,000 at that time. 8 
Thus, slightly more than 1 per cent of our national wealth was 
trusteed with trust institutions. The National Industrial Confer- 
ence Board estimated our wealth at $247,300,000,000 in 1932.® 
The total personal trust property of all trust institutions was 
probably thirty odd billion dollars for that year; 10 equivalent 
roughly to 12 per cent of our wealth. Thus, trust assets of cor- 
porate fiduciaries stood, in 1932, approximately thirty odd times 
as high as in 1900, while the estimated total national wealth of 
the United States was less than three times as great. 11 

A phenomenal increase in personal trust assets of trust insti- 
tutions has taken place since the early twenties ; within this time 
the growth has been striking not only in the volume of testa- 
mentary trusts, but also in living trusts, life insurance trusts, 
agency, and other types of accounts. 12 There is no reason to 
doubt that the rate of growth of trust institution investments will 
outstrip the growth in national wealth. In the first place a larger 
and larger proportion of wealth is being trusteed and secondly 
trust institutions are receiving an increasing percentage of trus- 
teed property. Thus, it is quite conceivable that trust institutions 
will be forced by the accumulation of vast trust assets, which 
must be trusteed, to seek still wider investment outlets. 

Liberalizing Tendencies. — The growing recognition of 
these limitations in the administration of the modern managerial 
type of trust has for some years given rise to a distinct tendency 
to liberalize trust investing. This tendency has manifested itself 
chiefly in two main directions: (1) wider discretionary powers 
in trust investments, and (2) statutory changes and amendments 
to include a wider list of authorized investments. 

Broader Powers of Trust Instruments. — From a survey 
of over 400 trust instruments 13 ranging over a period of some 
thirty years it may be said there was some tendency to give the 
trustee wider investment powers. The instruments made since 

8 See Chapter I. 

9 The Conference Board Bulletin , VII, 5, p. 34. 

10 See Chapter I. 

^National wealth was four times as great in 1929 as in 1900. 

12 See Chapters I and III. 

13 The author examined about 140 New York trust instruments which 
were created prior to 1920 and about seventy which were created since that 
time. Nearly 100 Ohio instruments were examined, approximately sixty 
were existence before 1920 and forty were created after that date. 
About eighty Massachusetts instruments were studied, two-thirds of them 
being set forth prior to 1920. No instruments were examined in Illinois or 
Missouri other than those of the trusts analyzed. 
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1920 were more liberal in this respect than those created twenty 
or thirty odd years ago. This is particular!}’ true in New York, 
where in the earlier period the vast majority of trust instruments 
restricted the investments to legals or to a prescribed list, or other- 
wise circumscribed the trustee’s investment powers. 14 Today 
trustees are frequently given some such investment powers as 
follows: 'Trustee shall receive, hold, manage, convert, sell, 
assign, or reinvest and otherwise deal with the moneys and prop- 
erties constituting this trust estate as it, in its discretion, shall 
deem to be for the best interests of the beneficiaries hereunder 
to the same extent that the grantor himself might do.” Further, 
the trustee is authorized "to invest the trust funds in such prop- 
erties as it shall deem advisable even though they are not techni- 
cally recognized as legal investments” in the particular state. 

The public has been complying with the principle that the 
trustee should be given ample investment powers to enable it to 
show the best results and then to hold it accountable for good 
faith, diligence and reasonable intelligence. This change is prob- 
ably due to the influence of trust institutions and to a growing 
recognition of the situation by grantors whose confidence in the 
work of trust institutions is increasing more and more. 

A significant aspect of the tendency to liberalize trust invest- 
ing is the development of the commingled trust fund plan. 15 
However, these plans are almost completely predicated upon the 
basis that the trust instrument must contain provisions authoriz- 
ing the trustee to mingle the trust fund. During the past six 
years this has been accomplished to no little extent. There are 
some seven trust institutions operating one or more types of com- 
mingled trust funds. In practically every instance the participat- 
ing trusts have authorized the practice. There are no public data 
regarding the number of trust instruments which have included 
broad provisions sanctioning the commingling of the fund but 
available, though incomplete, data 16 show that it is an important 
aspect of the tendency to liberalize trust investing. 

Statutory Changes. — Statutory changes toward liberalizing 
trust investing through widening the list of legals are typified by 
the alteration in 1928 of New York’s conservative legal invest- 
ment list to include certain public utility obligations, equipment 

14 ' See Chapter IV. 

15 See Chapter III. 

16 Ward, Rodman, “Appeal for New Trust Business in Operation of 
the Co-Mingled Fund,” Trust Companies , Vol. 55 (Sept., 1932), p 289; 
Barclay, George C, “Valuable Experience with Comingled Funds for Trust 
Estates,” Trust Companies, Vol. 56 (Feb., 1933), p. 183; see also Trust 
Companies , Vol. 52 (Jan., 1931), p. 31. 
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trust obligations, and additional railroad and municipal bonds, 
thus adding approximately $2,800,000,000 to the investment field 
for savings banks and trust companies. 17 Before this amendment 
was passed, for almost thirty years savings banks and trust com- 
panies in New York State had been forced to invest a large per 
cent of their funds in real estate mortgages, thus depriving them- 
selves of the possibilities of investing in other sound securities. 
In recent years because of the upheaval and unfortunate expe- 
riences in the investment market further suggestions have been 
made for additions to the media of investment for trust assets. 
A particularly interesting example was the proposed amendment 
to the Savings Bank Law of New York State to admit certain 
collateral and debenture issues of the American Telephone and 
Telegraph Company. It is held that these unsecured obligations 
are better security than any but the choicest mortgage bonds, and 
have a liquid market second only to United States government 
bonds. 

In Oregon, investment of trust assets were formerly limited to 
United States obligations, Oregon bonds, and bonds of any state 
in the Union, with specified restrictions; in notes, bonds, or 
mortgages on real estate in certain states where the loan was not 
to exceed 50 per cent of the valuation. Now, however, the legal 
list includes bonds of any corporation listed on the New York 
Stock Exchange, such as railroads, telephone, electric light, power, 
and water companies, where no default in principal or interest 
has occurred in five years ; and bonds of Great Britain and Can- 
ada, payable in United States dollars, provided no default has 
occurred in the five years immediately preceding the investment 
Also under the new law, trust institutions are given the authority 
to issue split trust certificates on any investments they may own. 
This provision takes care of the comparatively small balances in 
trust accounts requiring investment — for the trust institution can 
issue participating certificates either in bonds or mortgages — but 
its main advantage is in the splitup of large mortgages among 
various trusts. 18 

Pennsylvania, likewise, has launched a program to liberalize 
its legal list for savings banks and trust institutions, 19 Since 
1873, a provision in the state constitution has prohibited the in- 
vestment of trust funds in bonds or stocks of any private cor- 

17 “Legal Investments Liberalized in New York,” Trust Companies , Vol. 
46 (March, 1928), p. 317. 

18 See the statutes of Oregon ; also “Oregon’s New Trust Legislation,” 
Trust Companies , Vol. 52 (Jan. 1931), p. 809. 

Littleton, W. G., “Shall Pennsylvania Increase Its Classes of Legal 
Investments?” Trust Companies, Vol. 51 (Nov., 1930), p. 659. 
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poration. Because of the relatively low return on Federal, state, 
and municipal bonds, this constitutional bar has in practice limited 
trust investments in Pennsylvania to real estate mortgages, which 
have proven less desirable during the present demoralized condi- 
tions. At the legislative session of 1929, a resolution was ap- 
proved by both houses, providing that Article 3, Section 22 of the 
Constitution should read: 'The General Assembly may, from 
time to time, by law prescribe the nature and kind of investments 
for trust funds to be made by executors, administrators, guardians 
and other fiduciaries.” 

At the legislative session of 1931 this amendment was again 
presented for concurrence, and being approved for the second 
time, it was submitted to the vote of the people in 1933, when it 
was approved. The legislature now has authority to enact more 
liberal laws in regard to the investment of trust funds. 

About the middle of the twenties Virginia revised its trust 
investment statute, adding to the list state bonds of other states, 
municipal bonds of cities outside of Virginia, urban real property 
mortgages in cities within the fifth federal reserve district, and 
certain railroad bonds. More recently certain common stocks 
have been added. Within the last six or seven years a wide list 
of states — Ohio, Pennsylvania, New Jersey, Connecticut, Minne- 
sota, Wisconsin, Tennessee, Florida and Louisiana to mention 
only a few — have liberalized by statute the rules with respect to 
trust investments. 20 

Common Stocks. — In line with the tendency to liberalize the 
investment of trust funds, more and more attention has been 
paid to the wider fields of corporate stocks. It is contended that 
the shortage of investment outlets of high quality and the limita- 
tions of a narrowly restricted list of legals make it imperative 
that trust institutions turn to stocks as an outlet for trust assets. 
Common stocks, however, have generally been condemned as 
investments for trust assets because they were believed to be 
speculative, from the view points of both safety and yield. Yet 
there has been a growing feeling that some common stocks possess 
investment characteristics equal to those of many bonds. 21 

20 No attempt is made to catalogue all the changes in a given state or to 
enumerate all the states which have made considerable changes in their 
statutes tending to liberalize trust investing. That these changes are sig- 
nificant may be seen from comparing the state statutes of 1934 with those 
of previous years. 

21 Rose, Dwight C, The Practical Application of Investment Manage- 
ment (1933), Part II; Dewing, A. S., The Financial Policy of Corpora- 
tions, rev. ed. (1926), Book VI, Chapter IV. Some views of trust men are 
indicated in the Year Book of the Trust Division of the American Bankers 
Association, 1933-34, pp. 32, 209. 
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The Common-stock Theory. — The common-stock theory, 
in general, is predicated upon the belief that common stocks, with 
respect to market value and income, are superior to bonds as 
long-term investments. The proponents of the theory, however, 
do not claim that any random list of common stocks purchased 
at any time will always in the future, irrespective of market and 
economic conditions, be superior to a list of high-grade bonds 
chosen at the same time. It is not asserted that common stocks 
are always to be preferred to bonds, or that bonds have no place 
in an investment program. The basic assumption in the theory is 
that if the country continues to grow and to progress essentially 
as it has, a well chosen portfolio of common stocks will over long 
periods of time yield greater return and give greater market 
value than will high-grade bonds. 

Studies on the Relative Merits of Stocks and Bonds. — 
The advantages of common stocks as long-term investments are 
supported by a number of studies made in recent years. The 
first outstanding study of the kind was that of Smith 22 who 
undertook to measure, by statistical analysis, the comparative 
merits of bonds and common stocks as long-term investments. 23 
Twelve tests were made of stocks and bonds each ranging from 
seventeen to twenty-two years. These tests covered various 
periods in our financial history from 1866 to 1922. High-grade 
bonds were selected while the stocks chosen were those which 
Smith believed would have attracted the investor’s attention at 
the time. 

Eleven of the tests resulted in a clear advantage for common 
stocks while only one showed bonds to be superior. The hoary 
belief that only bonds were sound investment was dispelled and 
in consequence a great impetus was given to investments in 
common stocks. 

A few years later Van Strum set forth the results of a study 
embodying eighteen tests made to measure the performance of 
bonds and common stocks covering various periods from 1873 
to 1924. 24 Van Strum’s analysis also disclosed substantial ad- 
vantages for common stocks, thus reiterating Smith’s conclusions. 

From the time Smith’s and Van Strum’s studies appeared 
until the crash in 1929 a host of writers took up the theme. 
Numero us discussions, both pro and con, appeared in periodicals 

( 1923 ) m *tk’ Lawrence, Common Stocks as Long Term Investments , 

23 The initial idea of the theory was first suggested in this country by 
Professor Irving Fisher and others. See Fisher, Irving, ed., How to 
Invest When Prices Are Rising , (1912). 

24 Van Strum, Kenneth, Investing in Purchasing Power , (1925). 
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and books dealing with the relative merits of stocks and bonds 
as investment. In the meantime, equity issues had gained ascen- 
dency in a rising stock market. Common stocks were widely 
accepted not only by individual investors and investment trusts 
but also by institutional investors — trust institutions, insurance 
companies, banks, universities, and others. 

When we entered a period of slow business and a falling 
security market in the fall of 1929, many investors lost faith in 
the common stock tenet. Smith, however, came to its defense 
stating that “even for those who were fully invested in common 
stocks at the time of the break, there is no great reason for con- 
cern, for it remains true that the long-term trend in the value 
of a diversified list of common stocks is gradually upward and 
there is every reason to believe that this trend will continue 
upward — so long as the country continues to make industrial 
progress.” 25 A year later Sloan reiterated practically the same 
idea. 26 

The Dissenters. — There were many writers during the 
twenties who took exception to the common-stock theory, attack- 
ing both common stocks as investments and the methods set forth 
in the studies made by proponents of the theory. 27 

A book on Investment and Speculation appeared in 1931 in 
wdiich the writers defined investment as follows : “Investment is 
parting with the control of wealth (usually funds) during a 
fixed period of time, for the consideration of a fixed periodic 
rental, commonly called interest.” 28 It was then stated that 
“when one is grounded in this principle one cannot go far astray 
in his thinking on the subject of investment.” 29 Ipso facto , then, 
common stocks are not investments, either in theory or fact, but 
are speculations. 30 It is doubtful if the treatise starting with such 
a premise is entirely convincing to serious students of the 
question. 

Recent Appraisal of Equity Issues. — An abridged exten- 
sion of the Smith tests was recently made. Three of his tests 
which he traced from “1901 through 1922, were continued from 

25 Smith, Edgar Lawrence, in an address before the Corporate Fidu- 
ciaries Association of New York on “The Cult of the Common Stock — 
Now,” quoted in Commerce and Finance , February 19, 1930. 

26 Sloan, Laurence H., Everyman and His Common Stocks, (1931). 

27 The best known critics were Bradley D. Nash, Arthur H. Herschel, 
Walter E. Lagerquist, and Lawrence Chamberlin. The list should also 
include a number of officials of insurance companies and trust institutions. 

28 Chamberlin, Lawrence, and William Wren Hay, Investment and 
Speculation, (1931), p. 8. 

29 Ibid., loc. dt 

80 Ibid., p. 57. 
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that point to the end of 1933." 31 Account was taken of both 
income and market value with the attendant results again in 
favor of common stocks. 

A recently published study, or rather a continuation of one 
previously made, by Rose has a significant bearing upon this 
subject. 32 Rose's study sets forth an analysis of the investment 
experience of the “Dow-Jones selection of industrial stocks, rail- 
road stocks, and railroad, public utility and industrial bonds, as 
currently used and published in their averages throughout" the 
period, 1901-1932. The investment experiences of the Dow- 
Jones selection of samples were shown on four different bases, 
all showing an overwhelming advantage for the industrial stock 
fund. The experience of the railroad stock fund was the poorest 
of the three groups. 

With these synthetic records of investment experience as a 
basis, Rose said that “in spite of the greater than anticipated 
deflationary movement of the past three years, the experience of 
a diversified group of industrial stocks over the past thirty-two 
years continues to justify fully their inclusion in the portfolio 
as long-term investments." 33 

In this study Rose also made an analysis of the portfolios and 
investment experience of the twenty-five largest fire insurance 
companies from 1903 to 1931. The twenty-five companies as a 
composite carried as an average, for the period 1903-1931, 23 per 
cent in common stocks, 8 per cent in preferred stocks, 48 per 
cent in bonds, and 21 per cent in miscellaneous investments. 
Analyzing the individual companies he notes that the most suc- 
cessful company carried on the average, for the same period, 
1903-1931, 41 per cent in common stocks, 21 per cent in preferred 
stocks, 26 per cent in bonds and 12 per cent in miscellaneous. 
The least successful company carried on the average for the 
same period, 4 per cent in common stocks, 20 per cent in preferred 
stocks, 70 per cent in bonds and 6 per cent in miscellaneous. The 
best company realized an average annual investment accomplish- 
ment of 5 per cent while the poorest company realized only 3 per 
cent. 

These two. companies had approximately $10,000,000 of in- 
vested assets in 1901. Each management was charged 4.2 per 
cent annually, the riskless rental value of capital, for the use of 
the funds. The most successful company showed a business 


a Gilbert, “King Midas and His Common Stocks,” Barron's, 

April 30, 1934. 

32 Rose, op. cit. 
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profit, above riskless rent, of $3,500,000 at the beginning of 1932, 
while the poorest company, after allowing for the riskless rent, 
showed a business loss of $4,400,000. 

Rose concludes that the “investment experience of the twenty- 
five largest fire insurance companies clearly indicate that com- 
mon stocks have been the most profitable medium of investment 
carried by them over the last thirty years, even when complete 
allowance is made for currently depreciated market values.” 34 

During the past several months Messrs. Keiiog and Kilbourn 
have submitted tabulations of a study covering all listed bonds 
and stocks on the New York Stock Exchange, for the period, 
January 6, 1922 to January 6, 1933, allegedly a complete cycle. 35 
They generalized as follows : “That only one bond issue became 
wholly worthless, while over 10 per cent of the common issues 
joined the list of valueless extinct securities, clearly proves the 
bondholder is in an intrinsically more secure position than the 
stockholder.” Thus, according to a subhead of the article, the 
common-stock theory Is disproved. 

Further Consideration of the Question. — The numerous 
studies of common stocks as long-term investments have em- 
phasized their advantage over bonds with respect to market value, 
income and maintenance of purchasing power of the original 
funds. In spite of the sound basis of common stock investment, 
let us briefly consider the nature of common stocks in comparison 
with other types of securities. 

The common stockholders' position in the capital structure of 
a corporation is that of residual owner of the business. All other 
types of security holders, except preferred stockholders, are credi- 
tors of the corporation. Thus, common stock may comprise the 
sole capitalization of a corporation, or it may represent only a 
proprietary interest which is subordinate to the priority of bonds 
and preferred stocks. 36 It is a factor of considerable importance 
to the common stockholder to know whether or not the company 
has important prior obligations. 

Bonds and preferred stocks receive a fixed income, conse- 
quently investors in these instruments lose when commodity 
prices are rising. In a period of rising prices the dollar will pur- 
chase a smaller amount of goods and in consequence a fixed in- 

** Ibid., p. 50. 

35 Kellogg, H. Dudley, and Radcliffe E. Kilbourne, “Bonds Generally 

More Satisfactory Than Stocks as Long-Term Investments,” The Annalist , 
Feb. 9, 1934. . . 

36 On this basis bonds appear to be a more conservative investment than 
common stocks. While from a legalistic point of view these differences 
are valid, it is doubtful if they are so real when actual cases are studied. 
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come will decline accordingly. Thus, bonds measured in terms 
of commodities will tend to decline. On the other hand, the 
common stockholder profits when prices rise, because business 
earnings are usually increased during such a period, the assets of 
the business appreciate, and it becomes easier to pay debts when 
the value of money is depreciating. 

Another factor in favor of the common stockholder, inde- 
pendent of the changing value of money, is the long-term growth 
of the country and its influence upon the trend line of earnings. 
The advantages accruing from this growth redound primarily to 
the benefit of the common stockholder. The bondholder and pre* 
f erred stockholder reap little from this secular trend develop- 
ment except that their income and principal are made more safe. 

The corporate policy of American corporations has also been 
beneficial to the common stockholder. The normal growth of 
industry has provided ample room for expansion which has been 
financed largely out of current earnings. Thus, as current earn- 
ings are profitably invested from year to year the earning power 
as well as the asset value behind common stock has grown at an 
accelerated pace. Undoubtedly the investment of these huge 
corporate surpluses into businesses has given rise to greater 
intrinsic worth of common stocks. This is especially true in the 
industrial field where the practice has been most commonly 
followed. 

Granted that one could choose the right stocks at the right 
time at the right price, all might be well. But what are the right 
stocks, what is the right time and what is the right price ? Irre- 
spective of the gyrations of the business cycle, there seems to be 
a definite law of growth, of different stages in the development 
of the industry; the beginning; the period of rapid growth, 
increasing competition, and smaller profits; and the period of 
declining earnings. The trend of the industry and its stage of 
development are fundamentally important. 

Attitude of Trust Officials. — Despite the various studies 
pointing toward the value of common stocks as investments, 
officials of trust institutions are not yet agreed upon the suitability 
of common stocks as investment media for trust funds. The 
predominantly conservative attitude of trust companies in this 
country on this point is typified in the symposium on common 
stocks held at the Eleventh Mid-Winter Trust Conference, Feb- 
ruary, 1930. Of the seven speakers, six representing trust insti- 
tutions in Atlanta, Cleveland, Detroit, Chicago, Denver, and San 
Francisco, stated that it was contrary to the policy of their 
institutions, unless specifically directed by the trust instrument, 
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to place any portion of the funds committed to their care in 
common stocks. Only one, Mr. Leon M. Little, Vice-President 
of The New England Trust Company of Boston, favored the 
selection of common stocks for the portfolios of trust accounts. 

One trust official taking a very conservative stand on the 
question has gone so far as to say that “trust instruments should 
be regulated by statute and limited to mortgage securities, where 
the definite lien of a creditor obtains on specific property that 
can be seen and its value and earning capacity properly ap- 
praised. Common stocks have no place in the trustee system 
of investment, which must stand firmly upon the rock foundation 
of conservatism/’ 37 In similar vein Mr. H. F. Wilson, Vice- 
President of the Bankers Trust Company of New York, stated 
before the Mid-Winter Trust Conference, February 1932, his 
belief that common stocks have no place in trust investments. 
His bank discourages them, he says, not only because of their 
greater risks but because it is not possible to obtain satisfactory 
protection. 

There are, however, a few outspoken pleaders for the lib- 
eralization of trust investing through the selection of common 
stocks. One of the leading supporters of this doctrine is Mr. C. 
Alison Scully, Vice-President of the Manhattan Trust Company 
in New York who says: “Common stocks as trust investments 
are no longer a theory on which it is pleasant to ruminate. They 
are in fact and practice suitable investments for trust estates. 
. . . But we must be highly discriminating in the selection of 
stocks before we buy them, and once bought we must watch 
them with a minute and vigorous attentiveness/’ 38 Likewise, in 
answer to the question whether the trust door should be thrown 
open to admit stocks as approved investments, Mr. Paul A. 
Sinsheimer, Vice-President of the American Trust Company, 
San Francisco, has this to say: “It would seem advisable to 
broaden the field of investment for trust funds and to include 


37 Lathrop, A, L., “Should the Present Legal Restrictions Upon the 
Investment of Trust Funds Be Liberalized?” Proceedings Eighth Regional 
Trust Conference, Aug., 1930, p. 30. The case for conservatism is further 
exemplified in the following: Irving, W. J., “Case for Conseryatism, 
Burroughs Clearing House, Oct., 1931, p. 30; Ridgeway, A. B, f Danger 
Signals and Safety Zones in Non-Legal Trust Investments, Trust Com- 
panies, Vol. 53 (Nov, 1931), p. 569; Horr, R. A., “The Meek Shall Inhent 
the Earth— Safety First in Trust Investing,” Trust Companies, Vol. 55 
duly, 1932), p. 23; Bennett, R. A., “Real Estate Mortgages Retain Pre- 
eminence as Investment for Trust Funds,” Trust Companies, Vol. 55 (July, 

193 ss “Common Stocks as Trust Investments,” Proceedings Tenth Mid- 
Winter Trust Conference, Feb., 1929, p. 40. 
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additional bonds and preferred stocks of long established record 
and merit. . . . We may ask for stocks the same cautious scrutiny 
as we urge for bonds. If there be no universal sanctity in stock, 
just as truly we admit there reposes no sacred security in a bond! 
. . . Many of the bonds that are listed as eligible for trusts are 
notably less worthy of investment confidence than some high- 
grade preferred and common stocks/' 39 

What Investment Experience Reveals. — Although the 
predominant opinion of trust officers is theoretically antagonistic 
to common stocks as outlets for trust assets, the data collected 
upon actual investment experience in five leading cities, New 
York, Boston, Chicago, Cleveland, and St. Louis show that this 
opinion is only partially followed in practice. It is true that a 
number of trusts disposed of all their common stocks and that 
many others reduced the proportion so invested. But on the 
other hand, Table XXVII shows that the number of trusts con- 
taining the various types of common stocks were not greatly 
reduced at the end compared with the beginning. The average 
period for the 196 trusts from the time they were received by 
the trust institutions until the last year for which data were 
collected was approximately seventeen years. Thus, after having 
supervised particular trusts for so long a period it would seem 
as though there had been plenty of opportunity for trust officials 
to rid the accounts of common stocks if they had desired to 
follow such a policy. In a composite chart, combining the invest- 
ments of trust institutions in these five cities on a relative dollar 
basis, these facts stand out: from the very beginning of the 
trust accounts to their termination, common stocks constituted 
a major portion of the investments in the portfolios ; starting in 
the inventory at 38.5 per cent of the total dollar value, the aver- 
age for the fourteen years, 1919-1932, was 33.2 per cent, and 
in no single year did the proportion in common stocks fall below 
30 per cent. Combining both preferred and common stock hold- 
ings, the aggregate constituted 45.3 per cent of total investments 
in the inventory and 39.8 per cent in 1932. 


39 Sinsheimer, P. A., “Should Trust Funds Be Invested in Common 
and Preferred Stocks ?” Trust Companies , Vol. 49 (Oct., 1929), p. 475; 
see also, Trott, R, H., “Trustees Need of Wider Powers,” American 
Bankers Association Journal , Vol. 20 (Mar., 1928), p. 694; Andrews, H. 
t? j „ iJ? 1 lty ° r Legislative Straight- Jackets in Investment of Trust 
Funds, Trust Companies, Vol. 48 (Mar., 1929), p. 413; “Symposium on 
Common Stocks as Trust Investments,” Trust Companies , Vol. 50 (Mar., 
1930), p 431; Lersner, V. A., “Legal s and the General Public,” Barron* s, 
1931» p. 12; Sept. 7, 1932, p. 22; Spaulding, Geo. S., “The Banker 
Wrestles with IBs Investment Problems,” Trust Companies, Vol. 55 
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It might be contended, in defense of such procedure, that the 
trust institutions in question were required by the trust instru- 
ments to retain such securities in the trust portfolio. In no case, 
however, was this true. There was some selling or switching of 
stocks 40 but on the whole it appeared that trust officials held 
corporate stocks in trust portfolios at their own discretion. 

Preferred Stocks. — As we have seen, numerous studies 
have been made to determine the relative investment merit of 
common stocks and bonds, but less attention has been paid to 
preferred stocks as long-term investments. Until recently, what 
studies had been made were usually to the detriment of pre- 
ferred stocks in favor of common. 41 To determine the rela- 
tive value of industrial preferred stock as a class. Dewing made 
a study of every industrial preferred stock offered to the public 
from 1880 to 1920. All issues of less than $100,000 were 
excluded, likewise those which disappeared or had no recent 
quotations. All told, there remained 1,477 separate issues, repre- 
senting approximately $4,878,000,000 of cost to American 
investors. This entire group, says Dewing, had declined by 
January, 1923, to approximately $3,678,000,000, or almost exactly 
three-fourths of the original issued price. 42 

To test these results, he made a further examination of the 
different industries represented by these 1,477 preferred issues. 
He divided the industries into thirty-four groups, and compared 
the relative success of the preferred stock issues in each group. 
Only one group of the lot — the steel companies — showed an 
enhancement of value to the original purchaser, but this was less 
than 5 per cent; all other groups lost. Dewing analyzed the 
successful issues to see if the large apparent yield from these 
securities was sufficient to compensate for the losses in principal. 
He stated that, ‘‘after allowing for the cessation of dividends 
on the large proportion of the issues that failed, the net return 
on the group as a whole was probably less than that on a random 
selection of medium-grade bonds ... as a group they illustrate 
a poor investment.” 43 

A more recent study by the Industrial Securities Committee 
of the Investment Bankers Association is also unfavorable to 

40 See Chapters X, XT, XII. 

41 Harsfield, Mona M., ‘*Is Preferred Stock Preferable?” Barron's, Nov. 
28, 1932, p. 5. 

42 Dewing, A. S., Financial Policy of Corporations , (1926), Book VI, 

XX 1200 

43 Dewing, A. S., op. tit , p. 1203. The data of this study may be found 
in an article by A. W. Woodworth, who prepared the original figures, 
Barron's, Feb. 14, 1927. 
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preferred stocks.” 44 Here, however, the investigation was con- 
fined to preferred stock issues of relatively small industries. 
Selecting Boston as a test city, the Committee studied all pre- 
ferred stocks publicly offered from 1925 to 1929 inclusive, elimi- 
nating stocks of well-known companies, and those with bonds 
ahead of preferred stocks, leaving only twenty to be considered. 
About half of these firms were incorporated in Massachusetts; 
the other half, from other states, was made up of varied types 
of business, excluding rails and public utilities. Of the twenty 
issues studied, four (from the textile group) paid no dividend 
up to June 25, 1932, and none of the four had a sinking fund. 
Assuming the investment of approximately $100 in each security 
at the time of issue, the total would have been $2,033; at the 
current market price as of June 1932, it was worth only $1,225. 
Of the twenty firms examined, ten had sinking funds based on 
a percentage of the earnings, one on the amount of stocks out- 
standing, one on both the percentage of earnings and the amount 
of stock outstanding, while eight had none at all. Tn spite of this 
poor showing, it was the opinion of the Committee that “an 
investment of this type cannot be considered more unsatisfactory 
than a similar investment made in securities of other classes 
giving a similar high return at the time purchased.” 45 

Some writers have condemned preferred stocks as invest- 
ments. For example, Badger says : “As a class preferred stocks, 
particularly those of industrial companies, are the least desirable 
of all securities. This is particularly true of non-cumulative 
issues, while participating or convertible issues may be classed as 
more desirable than common stocks, where the rights are liberally 
given. There are many who hold that preferred stocks are unde- 
sirable, because they have all the weaknesses of bonds, with none 
of their advantages ; and all the weaknesses of common stocks, 
with none of their advantages.” 46 

To test just such conclusions, W. G. Rodkey made a study 
of preferred stocks as long-term investments. 47 Using January 
2, 1908, as a starting point, he assumed that a certain stun was 
invested in each security of each company. “Each test included 
the securities of only ten companies at any one time.” 48 The 
market price of these investments was traced up to January 2, 
1932. The preferred stocks were first divided into two groups : 

44 Investment Banking, June 25, 1932, p. 277. 

45 Ibid. 

> % I ’™ e f* ment Principles and Practices, (1928), p. 227. 

*. Michigan Business Studies, IV, 3, 1932 

48 Ibid., p. S. 
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industrials and rails. Then these were further classified as fol- 
lows: the first was a group of preferred stocks constantly pre- 
ceded by bonds (Tests 1 and 2 — industrials and rails) ; a second 
group included preferred stocks sometimes preceded by bonds 
(Tests 3 and 4 — industrials) ; while a third group included pre- 
ferred stocks not preceded by bonds (Tests 5 and 6 — industrials). 

When the tests involved both common and preferred stocks 
it was assumed that $1,000 was invested in the common stock 
of each company and that an equal amount was invested in each 
preferred stock. “In the tests involving bonds an additional 
$10,000 was assumed to be invested in the bonds of the same 
companies divided equally among the ten companies.” 40 

“The average annual return on the common stock over the 
twenty-four year period was $1,146; on the preferred, $849; on 
the bonds, $587. On the basis of the original investment, each 
of $10,000, this gives an annual rate of 11.46, 8.5, and 5.87 per 
cent respectively.” 50 Test 2, dealing with rails, showed an aver- 
age annual return on the common stock of $620.24, or 6.2 per 
cent ; on the preferred, $427.56, or 4.27 per cent ; on the bonds, 
$446.56, or 4.46 per cent. 51 . “In both of these tests the preferred 
stocks showed a heavy loss of capital in 1932.” 52 In the railroad 
test, all three types of securities made a poor showing, but bonds 
the worst and common stocks the best. 53 

In Group II, Test 3, dealing with industrials, the average 
annual return on the common stock was $981.40, or 9.81 per cent ; 
on the preferred, $851.30, or 8.51 per cent. 54 In both classes of 
securities the original principal was greatly impaired. 55 In Test 
4, industrials having no funded debt, the average annual income 
on the common stocks was $1,480.50, or 14.81 per cent; on the 
preferred, $796.78, or 7.97 per cent. While there was an appre- 
ciation of 98 per cent on the common, the original principal in- 
vested in the preferred was seriously impaired. 56 Combining the 
average annual dividend and the average annual increase the 
result was a return of 18.89 per cent on the common and 6.72 
per cent on the preferred. Despite this satisfactory income re- 
turn, preferred stocks made a poor showing for the long-term, 
for on January 2, 1932, from 30 per cent to 50 per cent of the 

49 Ibid. p. 11. 

50 Ibid., pp. 14-15. 

51 Ibid., p. 16. 

52 Ibid., p. 17. 

53 Ibid. 

“Ibid. 

55 Ibid., p. 18. 

56 Ibid., p. 19. 
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original capital had disappeared. Judicious selection would have 
made a better showing, says Rodkey, but the conclusion is inevit- 
able that “preferred stocks in general should be avoided where 
preceded by bonds.” 57 

The results of the tests referred to above seem to bear out 
the general opinion that preferred stocks are poor investment 
media. . . . “True,” says Rodkey, “if the same results were ob- 
tained with tests confined to preferred stock not preceded by 
bonds.” In Group III, Test 5, therefore, results from preferred 
stock as senior security were considered. Here, the average 
annual income received on the common was $2,478.55, or 24.79 
per cent; on the preferred, $862.75, or 8.63 per cent. There was 
an appreciation of 262.79 per cent in common stock values, and 
10.36 per cent increase in market value of the preferred. 58 To 
check these results, Rodkey made another test (Test 6) choosing 
the companies on the basis of their preferred stock activity, ex- 
cluding those with bonded indebtedness. Results show an average 
annual income on the common of $1,740.49, or 17.40 per cent; 
on the preferred, $1,030.89, or 10.31 per cent. There was an 
appreciation of 66.63 per cent in common stock values, compared 
with a 11.11 per cent increase in the preferred — thus Tests 5 and 
6 check closely. 59 

In both tests involving bonds, not only did preferred stocks 
fare badly, but a considerable portion of the capital invested in 
bonds was lost. In the first four tests, two, preferred stocks of 
both industrials and rails, made a very poor showing in safety 
of principal. In Tests 1, 3, and 4 the average annual return was 
satisfactory, but severe capital losses occurred in each case. In 
Tests. 5 and 6, however, where preferred stocks were senior 
securities, there was appreciation in capital value. Such invest- 
ment results indicate that industrial preferred stocks, not pre- 
ceded by bonds, possess investment characteristics quite different 
from the general run o£ preferred stocks, and that they appear 
to meet the most exacting~tQsts. Undoubtedly there are excep- 
tions to this rule. There are a number of preferred stocks which 
are high-grade investments even though they are preceded by 
bonds, and some are poor even when there are no bonds. 

Should Trustees Purchase Stocks? — Although it is un- 
doubtedly true that a goodly number of corporate stocks possess 
sound investment merit, there is still a question whether a trustee 
should p urchase such securities without the authority of the trust 
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instrument or statute. The majority of the courts have held with 
New York that such investment is unwarranted, hut the Massa- 
chusetts Courts have held that this type of investment may or 
may not be justified, depending upon the circumstances. Both 
States stress the obligation to be diligent and prudent, to invest, 
not to speculate, but differ in the application of these principles. 
If it were true that all stocks are speculative, and less secure 
than real estate mortgages, or government and municipal obliga- 
tions, then the greater certainty of the latter might compensate 
for the smaller yield, but such is not the case. Present conditions 
have proved that many corporate stocks are much safer invest- 
ments than some presumably high-grade bonds. 

Trustees Should Have Adequate Powers. — In the light of 
the constantly shifting economic scene which makes one type of 
security good today but poor tomorrow, if trust investing is ever 
to be anything more than a haphazard, hit-or-miss affair, it is 
highly necessary that trustees be given adequate powers to select 
those securities which are suitable for trust investment, and to 
change them when conditions warrant change. However, the 
present requirement of responsibility and good faith in the execu- 
tion of their duties as trustee should remain unchanged. 




INDEX 


Accounts, agency, 2; estate and 
administrate::, 2, 21; new, 26; 
numyber administered by trust in- 
stitutions, 41 ; procedure in re- 
viewing, 26 ff. ; types of, 2, 21 

Agency accounts, 2, 21 

Analysis of trust principal in each 
city, 213 ff. 

Appraisal of common stocks as in- 
vestment, 287 ff. 

Appraisal of preferred stocks as in- 
vestment, 295 ff. 

Assets and debts of industrials, 
263 ff. 

Bank Deposits, investment in, 133 

Beneficiaries, consent to invest- 
ments, 111, 131 

Bond deliquencies and reorganiza- 
tions, 38 ff. 

Bonds, comparative investment qual- 
ity by fields, 197 ff ; defaults in 
state and local, 225; distribution 
according to fields, 177; distribu- 
tion according to maturities, 192 
ff. ; distribution according to ma- 
turities in different cities, 194; 
distribution according to quality, 
196 ff., 203 ; distribution by fields 
in trust institutions and life in- 
insurance companies, 178; foreign 
government, 167; Home Owners* 
Loan Corportion, 73; income on 
market value of, 209; income on 
market value by fields, 209 ff. ; 
in trust portfolios of different 
cities, 155 ff. ; investment of trust 
property in, 155 ff. ; kinds of, 
154 ff. ; land bank, in trust port- 
folios, 232; maturities in trust in- 
stitutions compared with univer- 
sities and a foundation, 193 ff.; 
nature and characteristics of, 151 ; 
state and municipal, 167, 217 ff. 
( See also Municipal bonds) ; 
United States government, 167, 
21 7 ff. 

Boston trusts, analysis of principal 
in, 215 


Building, activity in, 234 ff, ; urban 
population and national income, 

235 

Business cycles, and the problem of 
legals, 278 ff, ; components of, 
274; defined, 273; duration and 
amplitude of, 274 ff.; frequently 
not considered in trust investing, 
278; fundamental aspects of, 277 
ff.; fundamental facts •‘~z*i**d : rg 
273 ff.; industries and, 27? ff . 
nature of, 271 ff.; securities and, 
276 ff. ; trust investments and, 271 

ff. 

Business, types of fluctuation, 
2 72 ff. 

Capital, distribution of, 12 ff., 42; 
invested, return on by industrial 
enterprises, 267 ff. ; supply of, 12 ff. 

Capitalization and plant investment 
of industrials, 264 ff. 

Capitalization and plant investment 
of public utilities, 253 ff. 

Certificates of deposit, investment 
in, 123 ff. 

Changing investments, 119, 130, 

132, 136 

Chicago trusts, analysis of princi- 
pal in, 215 

Cities represented In study, 138 

Classes of investment, distribution 
of, 151 ff. 

Cleveland trusts, analysis of prin- 
cipal in, 215 ff. 

Commingled fund, advantages of, 50 
ff.; applicable to any investment 
policy, 51 ff. ; clerical labor and 
expense of, 56 ff. ; problem of in- 
vestment policy for all trusts in, 
54; diversification and manage- 
ment feature of, 50 ff.; effects 
changes in grantor's investments, 
52; eliminates discrimination, 52 
ff. ; experience with, 57 ff. ; forms 
of, 47 ff, ; forms of, corporate 
plan, 49 ff. ; forms of, pool 
plan, 48 ; forms of, uniform 
trust plan, 48 ff.; general classes 


301 



302 


Index 


of, 46 ff.; history of, 44 ff. ; 
increases efficiency in review- 
ing accounts, 52 ; institutions 
operating each general class of, 
46 ff. ; new participations in, 54 
ff.; not suitable for all trusts, 53 
ff. ; number in operation, 45 ; par- 
ticipation in, 45 ff. ; plan sug- 
gested for insurance trusts, 50; 
principles of, 45 ff. ; problems and 
difficulties of, 53 ff. ; purpose of, 
41 ff. ; rise of idea, 44; surmounts 
co-trustee problem, 53 ; taxation 
problem of, 55 ff. ; withdrawals 
and redemptions, 55. 

Common stock, as long-term in- 
vestments, 288 ff. ; attitude of 
trust officials toward, 292 ff. ; 
characteristics of, 157; compara- 
tive investment quality by fields, 
201 ff.; critics of, 289; distribu- 
tion according to fields, 179; dis- 
tribution according to fields in 
trust institutions, fire insurance 
companies and investment trusts, 
179; distribution according to 
quality, 200 ff. ; in trust portfolios 
of different cities, 157 ; income on 
market value of, 209; income on 
market value of, by fields, 210 ff. ; 
investment management of, in 
trusts, 294 ff. ; investment of 
trust property in, 157; recent ap- 
praisal of, 289 ff.; types of, 157; 
wider consideration of, 287 

Common- stock theory, 288 

Consent of beneficiaries to invest- 
ment, 111, 131 

Continuing grantor’s business, 103, 
133 

Continuing investments received 
from grantor, 100 ff. ; 129 

Corporate plan of commingled 
fund, 49 ff. 

Corporate powers, source of, 6 

Corporate securities, classes of, 151 

Corporate stocks and bonds as 
trustee investment, 106 ff., 122 ff., 
130#. 

Cost of operating real estate prop- 
erty, 237. 

Debt Paying Policies of Various 
States, 223 ff. 


Debt service, state and local debts, 
and national income, 224 

Debts, wealth and taxes, 224 ff. 

Debts, overlapping, 225 ff. 

Defaults of state and local bonds, 
225 

Deficits and failures of industrial 
corporations, 269 ff. 

Departments of trust investment 
division, 22 

Deposits, trust, 4 

Discretionary investment powers, 
114 ff., 129, 133 ff. 

Distribution of bonds according to 
maturities, 192 ff. 

Distribution of bonds according to 
maturities in trusts of different 
cities, 194 

Distribution of bonds by fields, 177 

Distribution of common stocks by 
fields, 179 

Distribution of investment, by 
classes, 151 ff.; by classes in 
trusts grouped according to size, 
161 ff. ; by fields, 166 ff. ; by fields 
in trusts grouped according to 
size, 180' ff. ; by types, 146 ff. ; by 
types in trust institutions and life 
insurance companies, 149 ff. 

Distribution of preferred stocks by 
fields, 177 

Diversification of trustee invest- 
ments, 124 ff. 

Dividends, procedure in handling, 
35#. 

Earnings and Interest of Indus- 
trials, 26 7 

Earnings and invested capital of 
public utilities, 257 ff. 

Earnings and interest requirements 
of public utilities, 259 ff. 

Elements of a trust, 2 

Equipment of trust investment 
division, 24 ff. ; company infor- 
mation folder, 25; economic and 
statistical files, 25 ff.; investment 
and statistical services, 26; in- 
vestment folder, 25; investment 
literature, 26 ; security records, 
24 ff ; synoptic records, 24; tick- 
lers, 25 

Error in judgment, as to invest- 
ments, 115 



IXDEX 


303 


Estates, distribution of, 12 ff. 

Exempting trustee from liability, 99 

g; H5 g 

Federal Reserve Act, 4, 8; on trust 
powers of national banks, 4 ff., 8 

Federal Reserve Board, 5, 8 

Federal Trade Commission, 42; 
study of distribution of capital, 12 

ff- 

Fields of investment, distribution of 
trust property according to, 166 

/. 

Financing, public utilities, 255 ff. 

Financial investments, in trust 
portfolios, 174; in trust portfolios 
of different cities, 174 

Fire insurance companies, invest- 
ments of, compared with trust in- 
stitutions as to fields, 175 ff. 

Foreign government bonds in trust 
portfolios, 167 

Foreign investments, 109 ff., 125 ff., 
130 

Governmental Investments, 217 
ff.] in trust portfolios, 167 ff., 217 

S- 

Grantor, authority to prescribe in- 
vestment duties of trustee, 62, 90 
ff., 99 ; continuing business of, 
103, 133; continuing investments 
of, 100 ff., 129 ; may authorize in- 
vestments in general trust fund, 
80. 

Growth of trust institutions, 3 ff. 

Home Owners Loan Corporation, 

73. 

Illinois Statute Regarding Trust 
Investments, 83 

Illinois trust instruments, 68 

Implied powers to invest, 113 ff. 

Income accounting, 207 

Income, from trust investments, 205 
ff.; methods of calculating, 205 
ff. ; of trusts as an aggregate and 
according to size, 206 ff. ; of 
trusts in different cities, 207; on 
market value of bonds by fields, 
209 ff. ; on market value of bonds 
and stocks, 209; on market value 
of common stocks by fields, 210 


ff. ; on market value of preferred 
stocks by fields, 210; on market 
value of securities, 208 ff.; trends 
of in industrials, 2o5 ff. 

Industrial e m: rat: r>, assets and 
debts of, 1 5 ff.; and fail- 

ures of, 269 ff.; earnings and in- 
terest of, 267 ; plant investment 
and capitalization of, 264 ff. ; re- 
turn on invested capital of, 267 
ff.; trend in income of, 265 ff. 

Industrial field, 262 ff. 

Industrial investments, in trust 
portfolios, 172 ff., 261 ff. ; in trust 
portfolios of different cities, 172 

Industrial securities, 270 

Industries and business cycle, 275 

Information and records section, 
functions of, 22 

Insurance trusts, commingled fund 
plan for, 50 

Interest on debt of \arious states, 
222 ff. 

Interest of funds awaiting invest- 
ment, 73 

Interest on funds held, 87 

Interest, when trust property is not 
entitled to, 134 

Inventory, number of trusts con- 
taining each type of investment 
in, 142 ff. ; proportion of assets in 
various types of investments in, 
145 

Inventory assets, characteristics of, 
141 ; distribution by classes of in- 
vestment, 143 ; distribution by 
fields of investment, 144; distribu- 
tion by types of investment, 141 ff. 

Investment, limitation of desirable 
outlets for, 283 ff. 

Investment accomplishment of trust 
institutions. 2C5 .* 

Investment analysis, procedure in, 
29 ff.; submitting reports of, 36 

Investment committees, carrying 
out decisions of, 28 ff. ; functions 
of, 22 ff. ; submitting reviews and 
analysis to, 28 ff. ; types of, 22 ff. ; 
types of, central investment com- 
mittee, 23 ; types of, committee of 
investments of the board of 
directors, 23 ff.; types of, general 
investment committee, 23; types 
of, investment committee, 23 
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Investment in general trust fund, 
80, 85 

Investment officer, duties of, 21 ff. 
Investment risks, 277 
Investment trust plan of com- 
mingled fund, 47 ff. 

Investment unit in trust portfolios, 
192 

Investments, and changing economic 
conditions, 271 ; and the business 
cycle, 271 ff. ; changing quality of, 
204; justification for rating, 195; 
legal for Massachusetts savings 
banks, 80 ff. ; legal for New York 
savings banks, 74 ff.; legal for 
Ohio savings banks, 86. ( See 

also Trust investments.) (See 
also Quality of investments) 

Land Bank Bonds, 232 
Laws, confusion- and lack of uni- 
formity in, 281 ff. 

Legals, affected by business cycle, 
278 ff. ; investment in, 93 ff. 
Liberalizing trust investing, 280 ff. ; 
tendencies in, 284 

Liberalizing trustee’s authority to 
invest, need for, 280 ff. 

Life insurance, amount trusteed, 12; 
volume of, 16 

Life insurance companies, invest- 
ments of, compared with trust 
institutions as to classes, 159 ff. ; 
investments of, compared with 
trust institutions as to fields, 174 
178; investments of, com- 
pared with trust institutions as to 
types, 149 ff ; investments of, 
compared with trust institutions 
in urban mortgages, 232 ff. ; pol- 
icy regarding public utility invest- 
ments, 252 ; policy regarding 
railroad investments, 242; rules 
regarding real estate loans, 238 
Life insurance trusts, growth of. 
}lff 

Limitation of desirable investment 
outlets, 28 3 ff. 

Living trusts, growth of, 11 

Management of Property, intrust- 
ing to others, 2 

Massachusetts statutes governing 
trust investments, 80 ff. 


Massachusetts trust instruments, 67 
ff- 

Maturities of bonds, in trust insti- 
tutions compared with universi- 
ties and a foundation, 193 ff.; in 
trusts of different cities, 194; in 
trust portfolios, 192 ff. 

Maturity of investments, 110 

Missouri statutes governing trust 
investments, 86 ff. 

Missouri trust instruments, 69 

Money pending investment, deposit 
of, 85 

Mortgage debt, urban, 235 ff. 

Mortgage investments, exchange 
for bonds of Home Owner’s Loan 
Corporation, 73 

Mortgage loans, legal safeguards 
pertaining to, 239; statutes re- 
garding, 239 

Mortgage participation certificates, 
106 

Mortgages, as trust investments, 105 
ff- ; investment in, 121 ff., 134 

Mortgages, urban, as trust invest- 
ments, 230 ff. 

Mortgages and notes, purchasing 
for trust investment, 32 ff; sell- 
ing of, 34; when not paid at 
maturity, 34 

Municipal bonds, need for a critical 
attitude regarding, 220 

Municipal bond market, situation in, 
226 

Municipalities, problem of securing 
funds, 226; program of retrench- 
ment, 226 ff. 

Municipal credit, agencies created 
to foster, 228 

National Banks, exercising trust 
powers, 5; granted trust powers, 
4 ff., 8; increase in property 
trusteed by, 43; investments of, 
compared with trust institutions 
as to classes, 160 ff.; number of 
trusts administered by, 9, 13, 41 
ff-; personal trust business of, 9, 
13 ; Supreme Court of the United 
States on trust powers of, 5 ; value 
of assets administered by, 9, 13 

National income, state and local 
debts, and debt service, 224 ; urban 
population, and building, 235 
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New York statutes governing trust 
investments, 72 ff. 

New York trusts, analysis of 
changes in principal of, 214 ff. 
New York trust instruments, & ff. 
Notes, investment in, 124 
Number of items in trust portfolios, 

19J ff. 

Ohio Statutes Governing Trust 
Investments, 83 ff. 

Ohio trust instruments, 68 ff. 
Operating revenues and ratios of 
public utilities, 256 ff. 

Overlapping debts, 225 ff. 

Parties Involved in a Trust, quali- 
fications of, 2 

Passive trusteeship, 97 116 

Personal securitv, investment on, 
133, 136 

Personal trust business, increase in 
after Civil War, 4 
Personal trust department, types of 
accounts administered by, 2 
Plan of study, 140 ff. 

Pool plan of commingled fund, 48 
Power to engage in trust business, 6 
Power to invest, implied, 113 ff. 
Power to mortgage or lease, 131 
Predecessor trustee, taking over in- 
vestments from, 104 
Preferred stock, appraisal of, 295 
ff. ; as long-term investments, 295 
ff. ; characteristics of, 156; com- 
parative investment quality of, by 
fields, 200; distribution according 
to fields, 177 ; distribution by 
fields in trust institutions and life 
insurance companies, 178 ; dis- 
tribution in trusts according to 
quality, 199 ff., 203; income on 
market value by fields, 209 ff. ; 
income on market value of, 209 
ff. ; investment of trust property 
in, 156 ff. ; types of, 156 
Principal of trusts, number of ac- 
counts showing a gain or loss 
according to cities, 212 ff.; num- 
ber of accounts showing a gain or 
loss classified according to size, 
211 ff. ; percentage increase in, 
according to cities and for all 
trusts, 213 ff. ; sources of in- 
creases and decreases in, 214 


Privileged subscription, 37 ff. 

Probate records, a source of mate- 
rial used in study, 140; showing 
distribution of capital, 12 ff. 

Program of retrenchment by munic- 
ipalities, 226 ff. 

Promissory notes as trust invest- 
ments, 107 ff. 

Property, administering unproduc- 
tive, 119 ff.; intrusting manage- 
ment of, 2; real, conveyed for 
stocks and bonds of corporation, 
73 ff. 

Public utilities, net earnings and in- 
terest requirements of, 259 ff.; 
net earnings and invested capital 
of, 257 a : rp crarirc r r~ * 
ratios 2r\ ff ; ; i.«*: m ■ -'m'* * 
and oa; at: -a ■ ’’ 2:3 

retrospect and prospect, 260 

Public utility field, 252 

Public utility financing, trends in, 
255 ff. 

Public utility investments, held by 
life insurance companies, 252; in 
trust portfolios, 171 ff., 250 ff , ; 
in trust portfolios of different 
cities, 171 ; rise to a prominent 
position, 171 

Public utility services, develop- 
ment of, 252 ff. 

Purchases and sales, 40 

Quality of Bonds, comparative dis- 
tribution according to fields, 197 
ff. ; of the composite assets, 196 ff. 

Quality of common stocks, com- 
parative distribution according to 
fields, 201 ff. ; of the composite 
assets, 200 ff. 

Quality of investments, 195 ff. 

Quality of investments, bonds, pre- 
ferred, and common stocks, and 
as an aggregate, 203 ff. 

Quality of investments constantly 
changing, 204 

Quality of preferred stocks, com- 
parative distribution according to 
fields, 199 ff.; of the composite 
assets, 199 ff. 

Railroad Earnings, 245 ff. 

Railroad emergency, meeting of, 
249 
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Railroad finance, emergency in, 247 
ff. 

Railroad investments, held by life 
insurance companies, 242; holders 
and amounts of, 170; in trust 
portfolios, 169 ff., 241 ff. ; in trust 
portfolios of different cities, 170 

Railroad property investment, capi- 
talization and debt, 242 ff. 

Railroad revenue per traffic unit, 
245 

Railroad securities, 248 ff. 

Railroad traffic, trends in, 244 ff. 

Railroads, return on property in- 
vestment, 247 

Rating investments, justification 
for, 195; method used, 195 ff. 

Real estate, investments in, 108, 120 
ff., 131, 134, 136 

Real estate debt, urban, and the 
sources of funds, 235 ff. 

Real estate debt, urban, value of 
urban real estate, and rents, 236 ff. 

Real estate financing, urban, 233 ff. 

Real estate in trust portfolios, 159, 
232 


Real estate in trust portfolios of 
different cities, 159, 173 'ff. 

Real estate investments in trust 
portfolios, 157 ff., 173 ff., 229 ff. 

Real estate obligations, collapse in, 
237 ff.; in trust portfolios, 158, 
229 ff.; in trust portfolios of dif- 
ferent cities, 158; policy of trust 
institutions regarding, 231 ff. ; 
policy of New York trust institu- 
tions regarding, 232; trusts con- 
taining a large proportion of as- 
sets in, 188 ff. ; types of, 158. 

Real estate obligations as trust in- 
vestments, 229 ff. 

Real estate property, cost of oper- 
ating, 237 

Redemption of securities, 36 

Reorganizations, procedure with re- 
spect to, 39 

Retaining authorized securities 
which change in form, 102 

Retaining investments, 136 

Review section, functions of, 22 

Rights, exercise of, 102 ff. ; pro- 
cedure in handling, 37 ff. 

Risks, investment, 277 


Sale, when trustee may sell trust 
property, 98 ff. 

Savings banks, investments author- 
ized for in Massachusetts, 80 ff.; 
investments authorized for in 
Missouri, 87 ff. ; investments 
authorized for in New York, 74 
ff. ; investments authorized for in 
Ohio, 86. 

Savings deposits, volume of, 16. 

Securities, and the business cycle, 
276 ff. ; called for payment, 36; 
income on market value of, 208 
ff. ; industrial, 270 ; purchases and 
sales of, 40 ; purchasing in antici- 
pation of trust investments, 32; 
types of, 151. 

Self-dealing, 127, 135 

Services, public utility, 252 ff. 

Sinking fund problems of states and 
municipalities, 227 

Speculation in investment, 135 

Speculative investments, 109 

State and local bonds, defaults in, 
225 

State and local debts, debt service, 
and national income, 224 

State and municipal bonds in trust 
portfolios, 167, 217 ff. 

State and municipal debts, assessed 
valuation, and wealth per capita 
of various states, 221 ff. 

State and municipal debts, and 
national wealth, 220 ff. 

State control of municipal finances, 
227 ff. 

States, debt paying policies of, 223 
ff. ; revenue receipts and interest 
on debt in various, 222 ff. 

Statistical section, functions of, 22, 
29 ff. ; maintains list of approved 
securities, 30 

Statute, conditions imposed on trust 
institutions by, 7; duties imposed 
on trust institutions by, 7 ff. 

Statutes, Illinois, investments 
authorized for trust assets, 83; 
Illinois, permissive rather than 
mandatory, 128; Illinois, purpose 
of, 128; Massachusetts, trust in- 
stitutions may invest in same way 
as an individual trustee, 80 ; 
Massachusetts, investments 
authorized for trust assets, 80 ff . ; 
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Missouri, investments authorized 
for trust assets, 86 ff. ; New York, 
investments authorized for trust 
assets, 72 ff.; New York, trust in- 
stitutions may invest in same way 
as an individual trustee, 72 ; Ohio, 
investments authorized for trust 
assets, 83 ff. 

Statutory changes towards liberal- 
izing investing, 285 ff. 

Statutory control, purpose of, 
regarding trust investments, 70 

ff. 

Statutory status of certain invest- 
ments in five jurisdictions, 71. 

St. Louis trusts, analysis of princi- 
pal in, 216 

Stock of corporations, investment 
in, 134, 136. 

Stock dividends, 134 

Stocks vs. bonds, as investments, 
288 ff 

Study, plan of, 140 ff.; purpose of, 
138; representative character of, 
139 ff. ; scope of, 138; sources of 
data, 140 

Supreme Court of the United States, 
on corporate powers, 6; on trust 
powers of national banks, 5 

Trade and Business, investment in, 
120 

Trading section, functions of, 22 

Trends in investment, 149 

Trust, definition of, 2; elements of, 
2; nature of, 2 ff. ; parties in- 
volved, 2; qualifications of par- 
ties to, 2 

Trust business, aggregate personal 
trust property handled by trust 
institutions, 41 ; of national 
banks, 9; personal, growth of in 
certain areas, 42 ff. ; recent growth 
of personal, 10 ff. ; rise and mag- 
nitude of personal, 1 ff.; scope, 8 
ff. ; volume compared with other 
businesses, 9 ff. ; volume in dif- 
ferent states, 9 

Trust deposits, 4 

Trust fund, loan upon order of 
court, 87 

Trust guaranty fund, 80 

Trust institution investments, scope 
of study of, 1 


Trust institution records, source of 
material for study, 140 
Trust institutions, advantages of as 
trustee, 8; aggregate personal 
trust property of, 41 ; comparison 
of assets of, with other financial 
institutions, 10; composite assets 
invested in bonds, 155 ff.; com- 
posite assets invested in common 
stocks, 157; composite assets in- 
vested in preferred stocks, 156 
ff. ; composite assets invested in 
real estate, 159; composite assets 
invested in real estate obligations, 
158 ; conditions imposed by statute 
on, 7; enter banking business, 4; 
experience in administration of 
individual trusts, 59 ff; experience 
with commingled fund, 57 ff. ; ex- 
tent of personal trust business of, 
8 ff. ; granted trust powers by 
statute in each state, 7; growth 
of, 5 ; investment accomplish- 
ment of, 205 ff.; investment in 
their capital stock, 85; invest- 
ment problems of, 18 ff. ; invest- 
ments of, compared with financial 
institutions as to classes, 161 ff.; 
investments of, compared with 
fire insurance companies as to 
fields, 175 ff. t 179; investments of, 
compared with life insurance 
companies as to classes, 159 ff.; 
investments of, compared with 
life insurance companies as to 
fields, 174 ff.; investments of, 
compared with life insurance 
companies as to types, 149 ff. ; 
investments of, compared with 
life insurance companies in ur- 
ban mortgages, 232 ff,; invest- 
ments of, compared with national 
banks as to classes, 160 ff.; in- 
vestments of, compared with 
other institutions, 176; may in- 
vest in securities legal for sav- 
ings banks, 74, 80, 86 ff.; may 
invest same as individual trustee, 
86; mechanism of investing, 20 
ff.; mobilize funds, 2; number in 
early period, 4; number of ac- 
counts administered, 41 ; number 
represented in study, 138; oper- 
ating commingled funds, 45, 47; 
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personal trust business of, 1 ff.; 
personal trust property of, com- 
pared with industries, 9 ff. ; pol- 
icy regarding public utility securi- 
ties, 250 ff. ; policy regarding 
railroad securities, 241 ff. ; policy 
regarding real property securities, 
231 ff. ; receni development, 6; 
recent growth of personal trust 
business, 10 ff. ; rise and develop- 
ment, early period, 3; scope of 
trust powers, 7 ; statutory require- 
ments, 7 ff. ; trust appointments, 
11; trust assets of, continue to 
increase, 42 ff. ; trust powers origi- 
nally secondary object, 3 
Trust instruments, 2, 61 ff.; broader 
powers of,. 284 ff. ; classes of, 62 
ff. ; discretionary investment pow- 
ers in, 91 ff. ; examples of invest- 
ment provisions in, 63 ff. ; Illi- 
nois, examples of, 68; Illinois, 
provisions of, 68; investment may 
be controlled by, 62; investment 
provisions of, 63 ff. ; Massachu- 
setts, provisions of, 67 ff.; Mis- 
souri, examples of, 69 ; Missouri, 
provisions of, 69; New York, 
classification of, 65 ff. ; New York, 
examples of, 65 ff.; New York,’ 
provisions of, 65 ff. ; number con- 
taining discretionary investment 
powers, 63 ff. ; number containing 
restricted investment powers, 64; 
Ohio, examples of, 68 ff. ; Ohio! 
provisions of, 68 ff. ; trustee must 
follow provisions of, 90 ff. ; 114 
128 ff ., 132, 135 ; when instructions 
of grantor may be set aside, 133 

Trust investing, factors creating 
problems of, 41 ; legal aspects of, 
.61 ff. ; liberalizing, 280 ff. ; liberal- 
izing tendencies in, 284; mecha- 
nism of, 20 ff. ; nature of, 18 ff. • 
problems of, 18 ff. 

Trust investment division, classes 
of accounts in, 21; departments 
of, 22; duties with respect to ac- 
counts, 20 ff.; equipment of, 24 
ff. ; functions of, 20 ; manager of 
22; organization of, 21 ff. 

Trust investment experience shown 
m ’ trusts containing common 
stocks, 294 ff. 


Trust investment procedure, new 
^counts, 26; review of accounts, 

Trust investments, authorized by 
Illinois statute, 83 ; authorized by 
Massachusetts statutes, 80 ff • 
authorized by Missouri statutes! 
86 ff. ; authorized by New Yprk 
statutes, 72 ff.; authorized by 
Ohio statutes, 83 ff.; basic rule 
governing trustees in making, 
113; broader powers of trust in- 
struments regarding, 284 ff. ; 
changes at the end compared with 
the inventory, 183 ff.; changing 
°\ 119; confusion and lack of 
uniformity in laws governing, 281 
ff. ; consent of beneficiaries to, 
111, 131; continuing grantor’s,’ 
133 ; deposits in bank, 104 ff. ; dis- 
tribution by classes, 151 ff.; dis- 
tribution by classes in the 
inventory of trusts, 143, 151; 
distribution by classes in trust in- 
stitutions and financial institu- 
tions, 161 ff. ; distribution by 
classes in trust institutions and 
life insurance companies, 159 ff. ; 
distribution by classes in trust 
institutions and national banks, 
160 ff. ; distribution by classes in 
trusts grouped according to size, 
161, 163 ff; distribution by fields! 
166 ff. ; distribution by fields in 
the inventory, 144 ; distribution by 
fields in trust institutions and fire 
insurance companies, 175 ff. ; dis- 
tribution by fields in trust institu- 
tions and life insurance companies, 
174 ff. ; distribution by fields in 
trust institutions and other insti- 
tutions, 176; distribution by fields 
in trusts grouped according to 
size, 180 ff. ; distribution by types, 
146 ff. ; distribution by types in 
the inventory, 141 ff. ; distribution 
by types in trust institutions and 
life insurance companies, 149 ff. ; 
distribution in trusts containing 
only cash in the inventory, 190#.; 
distribution in trusts containing a 
large proportion of real estate 
obligations, 188 ff. ; diversification, 
legal rule on, 124 ff. ; division 
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into general fields, 166; during a 
depression, 94 ff. ; duty to change, 

96 ff.; from predecessor trustee, 
104; foreign, 109 ff., 125 ff., 130; 
general policy regarding, 89 ff.; 
Illinois court decisions on, 128 ff. ; 
in a declining market, 126 ff. ; in a 
(depreciated market, 137 ; in bonds, 
155 ff.; in common stocks, 157; 
in corporate stocks and bonds, 
106 ff., 122 ff., 130 ff. ; in deposit 
in bank, 123 ff., 134; in financial 
securities, 174 ; in governmental 
securities, 167 ff., 217 #. ; in in- 
dustrial securities, 172 ff., 261 ff. ; 
in legals, 93 ff. ; in mortgages, 105 
ff., 121, 134, 230; in mortgage par- 
ticipation certificates, 106; in name 
of trustee, 111; in notes, 124; in 
preferred stocks, 156 ff. ; in pub- 
lic utilities, 171 ff. ; in railroad 
securities, 170 ff. ; in real estate, 
108, 120 ff., 131, 134, 136, 159, 
173 ff., 229 ff. ; in real estate obli- 
gations, 158; in real estate obliga- 
tions, comparison of trust institu- 
tions with life insurance companies 
and savings banks, 232 ff. ; in 
state and municipal bonds, 217 ff. ; 
in stock of corporations, 134 ff.; 
in the corporate field, 240 ff. ; in 
the inventory of trusts, 138; in 
trade or business, 108 ff. ; 120, 131, 
133 ; in United States government 
bonds, 217 ff. ; insufficient data on, 

1 ; interest on funds awaiting, 73 ; 
judged as of the time made, 127 ; 
legal factors in selection of, 61 
ff. ; legal for Missouri savings 
banks, 87 ff.; liability of trustee 
for improper, 112, 134, 137 ; main- 
taining list of securities approved 
for, 30 ; Massachusetts court 
decisions on, 113 ff.; maturity of, 
110; method used in grading, 195 
ff.; Missouri court decisions on, 
135; New York court decisions 
on, 89 ff. ; number of accounts 
containing each type, 183 ff. ; num- 
ber of items in trust portfolios, 
191 ff. ; number of trusts con- 
taining different types in stated 
per cents, 184, 186 ff. ; number of 
trusts in the inventory containing 


each type, 142, 144 ff. ; Ohio court 
decisions on, 132 ff. ; on personal 
security, 167 ff., 133, 136; policy 
in selecting various types in dif- 
ferent cities, 185 ff.; power of 
trustee to sell, 98 ff.; principal 
classes represented in cities, 143; 
principal fields represented in 
cities, 144; principal types repre- 
sented in cities, 143 ff. ; : r. euV.Tv 
when not available as specified, 
133; purchases and sales of, 46; 
purchases mortgages and notes 
for, 32 f . ; ; ' ; cU.-d- v v* irities 
for accounts .r .. : u; r * of, 
32; quality of in trust portfolios, 
195 ff.; retaining after a change 
in form, 162; retaining grantor’s 
106 ff., 116 ff., 119; retaining of, 
136; rule of keeping separate, 43; 
safety of principal prime object, 
135; selecting for various ac- 
counts, 31 ff.; should be in name 
of trustee as such, 130, 132, 136; 
should be made within a reason- 
able time, 113; speculative, 109, 
135; standard of care in making, 
135; standard of care regarding, 
128, 132; statutory changes toward 
liberalizing, 285 ff. ; statutory 
status of certain, 71 ff. ; trends in, 
149; when controlled by statute, 
70 ff. (See also Investments.) 

( See also Quality of investments) 
Trust officials, attitude toward com- 
mon stocks, 202 ff. 

Trust powers, 7; how granted to 
trust institutions, 7 ; scope of, for 
trust institutions, 7. 

Trust property, 2; duty of trustee 
to invest, 90; increase in, 149; 
proportion in various types of in- 
vestment, 184, 186 ff.; proportion 
in various types of investment in 
the inventory, 145 
Trustee, advantages of trust insti- 
tutions as, 8; continuing grantor’s 
business, 133 ; continuing grantor’s 
investments, 100 ff., 133; discre- 
tionary powers, 91 ff., 114 ff. f 129, 
133, 135; duty to change invest- 
ments, 96 ff.; duty to invest, 132, 
135; duty to invest when instru- 
ment is silent, 129; duty to invest 
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within a reasonable time, 113; 
error in judgment on investment, 
115; exemption from liability, 99; 
investments authorized in Illinois, 
83; investments in name of, 111; 
liable for failure to invest or de- 
posit funds, 85 ff. ; liable for not 
receiving market price, 127; lia- 
bility for passive trusteeship, 97 
#. , 116; liability for improper 
investments, 112, 137; may be 
exempt for loss on investments, 
115 ff. ; may be relieved of fol- 
lowing grantor’s instructions, 133 ; 
may invest in securities legal for 
savings banks* 74 ff., 80 ff. ; must 
follow directions in the trust in- 
strument, 90 ff., 135; need for 
more adequate investment powers, 
280 ff. ; penalty for negligence in 
investing, 131 ff. ; power to change 
investments, 130, 132; power to 
mortgage or lease, 131 ; power to 
sell investments, 98 ff. ; retaining 
grantor’s investments, 116 ff, 129; 
retaining or disposing of invest- 
ments during a depression, 94 ff. ; 
should invest trust property in 
name of trustee as such, 130, 136; 
should not mingle trust assets, 
43; standard of care in investing, 
135; statutes may control invest- 
ment powers of, 70; trust insti- 
tutions nominated as, 11 ; terms of 
trust instrument are binding upon, 
128 ff. ; trust instrument may 
control investment duties of, 62; 
when not liable for loss in invest- 
ing, 130, 132; when required to 
invest in legals, 93#. 

Trusts, beginning of, 141 ; character- 
istics of inventory assets, 141 ; 
consultative, 62 ff. ; containing a 
large proportion of assets in real 
estate obligations, 188 ff.; con- 
taining only cash in the inventory, 
190^ ff. ; distribution of, according 
to income, 207 ff. ; distribution of 
composite assets by classes of in- 
vestment, 151 ff. ; distribution of 
composite assets by types of in- 
vestment, 146 ff. ; direction, 63; 
discretionary, 62; experience in 
management of, 59 ff.; govern- 


mental investments in portfolios 
of, 217 ff. ; income of, as an aggre- 
gate and according to size, 206#.; 
industrial securities in portfolios, 
261 ff.; investments of corporate 
enterprises in portfolios, 240 ; 
legal, 62; life insurance, 11 ff. \ 
living, 11; number analyzed, 138; 
number controlled by trust insti- 
tutions, 41 ; number showing gain 
or loss according to cities, 212 ff . ; 
number showing gain or loss 
classified according to size, 211 ff . ; 
number of investment items con- 
tained in portfolios of, in differ- 
ent cities, 191 ff.; number of in- 
vestment items in portfolios of, 
191 ff. ; number containing differ- 
ent kinds of investment in stated 
per cents, 184, 186 ff.; number 
containing each type of invest- 
ment, 183 ff. ; number containing 
each type of investment in the 
inventory, 142, 144 #., 184 ; method 
of calculating income for, in dif- 
ferent cities, 205 ff. ; problem of 
handling small, 43 ff. ; percentage 
increase in principal of, accord- 
ing to cities and for all trusts, 
213 ff. ; period covered by, 138 ; 
public utility securities in port- 
folios of, 250 #. ; reasons for 
small, 41 ff. ; railroad securities in 
portfolios of, 241 ff. ; real estate 
investments in portfolios of, 229 
ff.; size of, 41 ff., 139; sources of 
increases and decreases in princi- 
pal of, 214; under wills, 2, 21; 
under agreement, 2, 21 

Types of investment, 146 ff. 

Uniform Trust Plan of Com- 
mingled Funds, 48 #. 

United States government bonds in 
trust portfolios, 167, 217 ff. 

Unit of investment, 192. 

Urban real estate financing, 233 ff. 

Wasting Investments, 120 

Wealth, national, 1 ; national, rela- 
tion of state and municipal debts 
to, 220 ff. ; per capita, assessed 
valuation and debt of various 
states, 221 ff. ; taxes, and debts, 
224 #. 
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